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Down to 53 per cent 


Harp on the heels of the flurry in 
the gold market Bank rate was 
reduced from 6 per cent to 54 on 
October 27, as this issue of The 
Banker was being passed for press. 
The decision, clearly, was taken 
mainly for the special international 
reasons that are discussed in our 
opening article on page 709 and was 
not directed at the home economy. 
It had been heralded by the Gov- 
ernor’s remarks at the Bankers’ 
Dinner a week earlier and by the 
fall of 3s—to £5 6s 6d per cent— 
in the average rate at the ‘Treasury 
bill tender on October 21 (at the 
tender on October 28 the rate 
dropped by a further 4s 9d to 
£5 1s 9d per cent). 

The usual consequential adjust- 
ments were made to money market 
rates: the clearing banks’ rate for 
seven-day deposits was lowered from 
4 to 34 per cent and their charge for 
basic money to the market from 
43 to 3£ per cent. Charges for bank 
advances were generally lowered by 


the full 4 per cent. 


Dollar at a Discount 


The fantastic flurry of excitement 
in the middle of last month that sent 
the London price of gold rocketing 
$5 to $40 an ounce was an ominous 
indication of the widespread distrust 
of the present structure of exchange 
rates. The wider implications of 
this dramatic spurt in the free gold 
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price are discussed in our opening 
article on page 709. The price broke 
through the “shipping parity ”’, 
which had previously been thought 
to provide the ceiling in the London 
market, with a rise of 8 cents to 
$35.33 on ‘Tuesday, October 18. 
The following day it jumped a 
further 27 cents. On Thursday, 
October 20, the price was “ fixed ”’ 
at the morning meeting $1 higher 
at $36.55, but was driven in later 
dealings to no less than $40 at one 
point. Necessarily, this extremely 
sharp rise (which put the gold value 
of the dollar at a discount of 14 per 
cent on the official parity) called 
forth a prompt statement from the 
American Treasury that it had no 
intention of departing from the 
present parity. This statement suc- 
ceeded in allaying some fears and 
the price subsided in the following 
days to around $36. 

The upsurge in demand that drove 
up the price came entirely from 
private sources (some of them Ameri- 
can) and was channelled mainly 
through Zurich. Central banks, 
whose buying had lifted the price 
in September, were conspicuously 
absent. Until the middle of last month 
it had been generally assumed that 
the London price could not exceed 
the US Treasury’s selling price of 
$35.08? by more than the cost of 
moving gold across the Atlantic, 
which is put at between 10 and 15 
cents an ounce. Since the market 
reopened in 1954 the dollar price 











had fluctuated well within this limit. 
The impact of the upsurge in de- 
mand on the price showed clearly 
that the normal arbitrage machinery 
was not working: the normal sup- 
plies of gold (principally newly- 
mined South African) were totally 
insufficient to meet the demand, but 
central banks, who alone can buy 
gold from the Federal Reserve Bank 
of New York (and then only for 
‘‘ legitimate monetary purposes ’’), 
abstained from seeking gold there for 
re-sale in London. 

This abstention evidently arose 
from a belief that the US authorities 
would not regard such a use of their 
gold as “legitimate ’’, though it may 
also have reflected a desire to avoid 
aggravating America’s loss of gold— 
an attitude evidenced earlier in the 
month by the willingness of some 
central banks to carry a larger pro- 
portion of their reserves in dollars 
instead of gold. , 

But the rise in the price above the 
“shipping parity” that the un- 
matched pressure of demand pro- 
voked brought the speculators rush- 
ing into the market, and thus led 
directly to the great bound in the 
price on October 20. 


Prepaying the Fund 


With the centre of interest shifted 
dramatically to the gold market last 
month, sterling hovered fairly un- 
eventfully around $2.81. There were 
some signs that funds were still 
flowing into London, but at a slower 
pace than in the summer. The true 
intake of gold in September— $92 
millions—was significantly lower than 
in the preceding two months (when 
it had averaged $153 millions), sug- 
gesting that the hot money tide was 
beginning to flow less strongly. As 
in August, the Treasury decided to 
devote some $56 millions of the 
gold to the advance repayment of 
Britain’s ‘‘ Suez’”’ credit from the 
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International Monetary Fund. The 
actual rise in the reserves was thus 
limited to $36 millions, lifting them 
to $3,108 millions. The trade figures 
for the month suggested little im- 
provement in Britain’s balance of 
payments. Exports (seasonally- 
adjusted) were {2 millions less than 
in August at {£295 millions, while 
imports—the returns of which in 
September were probably affected 
more than those of exports by the 
strike of London tally clerks—were 
£1 million more at £386 millions. 
Allowing for re-exports of £14 mil- 
lions, the trade gap (between exports 
and re-exports valued f.o.b. and 
imports valued c.i.f.) totalled £77 
millions, making an average of £85 
millions a month in the third quarter, 
compared with £70 millions in the 
second quarter, £56 millions in the 
first and {£43 millions in the third 
quarter of 1959. 


Markets: Defensive Tactics 


The spreading gloom from the 
motor industry and the weight of 
new issues caused equities to drift 
downwards last month. Investors, 
taking their cue perhaps from Wall 
Street, were on the whole adopting 
defensive tactics, preferring the more 
recession-proof industries such as 
stores, food and banking. The more 
intrepid of them turned their atten- 
tion to gold shares, the scramble for 
which at one point almost equalled 
the scramble for gold itself. 

Doubts about equities probably 
also contributed to the continued 
good demand for gilt-edged. The 
strength of demand was again re- 
flected less in prices (though The 
Financial Times Government. stocks 
index was carried to 80.56, its 
highest since early June) than in the 
substantial amounts of stock that the 
market was able to absorb. The 
issue of £20 millions of 6 per cent 
stock 1976-79 at 99 by the London 
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County Council went well (the 
underwriters were determined to 
avoid another flop). The Govern- 
ment broker made heavy sales from 
his portfolio. At the beginning of 
the month that portfolio was rein- 
forced by a new Treasury stock— 
54 per cent 2008-12, the longest date 
in the list—offered (to a nominal 
maximum of £500 millions) at 95. 
This replaced the Treasury 5 per 
cents 1986-89 (the tap in which ran 
dry at the end of September) as the 
key stock controlling the long end 
of the market. The terms, offering 
a gross redemption yield of £5 16s, 
caused some observers to see the 
issue as a pointer to lower long-term 
rates; but, in fact, the terms prob- 
ably did no more than reflect the 
decline in the yield curve beyond 
thirty years. Indeed, they might 
perhaps more reasonably have read 
bearishly in that the Treasury was 
willing to commit itself to such a 
high rate for so long a period. The 
new stock offers interest gross to 
non-residents—a further inducement 
for them to fund some of their 
sterling holdings, and an inducement 
that, as the recent strong overseas 
demand for War Loan has indicated, 
may have some effect. 


Banking Hours: No Change 


A sub-committee of the London 
Clearing Bankers that has been 
studying the problem of banking 
hours in the light of the public’s 
requirements and of staffing prob- 
lems has recommended that they 
should remain unchanged for the 
time being. But it thought that the 
question should be kept under re- 
view, particularly until the effects 
of the second stage of the Payment 
of Wages Act, which comes into 
force early next month, can be 
gauged. This stage permits the 
payment of wages by credit to a 
banking account (though not by 


cheque) where the employee has 
given his consent. At present the 
banks are open for business from 
10 a.m. to 3 p.m. from Mondays 
to Fridays and (in most parts of the 
country) from 9.30 a.m. to noon on 
Saturdays. 


Funding Again 

The latest official figures of Ex- 
chequer financing—covering the first 
quarter of the current financial year 
—aindicate that the selling tide in 
the gilt-edged market turned quite 
dramatically in the spring. For the 
first time since the autumn of 1958 
the public (in the widest sense) was 
a net buyer of gilt-edged. It added 
£17 millions to its holdings in the 
quarter, following net reductions of 
£274 millions in the preceding quar- 
ter, £140 millions in the fourth quar- 
ter of 1959 and £17 millions in the 
second quarter of 1959. Since the 
clearing banks reduced their hold- 
ings of gilt-edged by £123 millions 
between mid-March and mid-June 
and the Scottish banks reduced 
theirs by some £20 millions, net 
purchases from private buyers must 
have totalled something like £160 
millions in the quarter, compared 
with net sales of £38 millions in the 
preceding quarter and purchases 
£111 millions in the corresponding 
quarter of 1959. 

This increase in private purchases 
more than offset the fall in sales of 
national savings securities—which 
brought in £69 millions in March- 
June, 1960, compared with £100 
millions a year earlier. Despite the 
fact that the overall budget deficit 
in the three months was £71 millions 
bigger than in the corresponding 
quarter of 1959 and the sum re- 
quired to finance external transac- 
tions (notably the acquisition of 
gold) £30 millions bigger, the Ex- 
chequer’s total borrowings from the 
public dropped from £215 millions 
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to £159 millions. The principal 
reason for this was the much smaller 
expansion in the issue of market 
Treasury bills—by £28 millions, 
compared with {88 millions, a re- 
duction that must largely reflect the 
call for special deposits (the counter- 
part of which is seen in the increase 
to £145 millions in the Exchequer’s 
‘net indebtedness to Bank of Eng- 
land, Banking Department ’’). 

A minor, but interesting, change 
in the timing of the transfer of tax 


Purchases by— 

Clearing* 
Official and All 
Sales Scottish Others 


Banks 

{mns fmns fmns 

1958: I 145 42 103 
II 38 91 — 53 

III 84 1 83 

I —126 —105 — 21 

1959: I — 60 —200 140 
II —- 17 —128 111 

Ill — 88 — 32 — 56 

IV og —140 — 84 — 56 

1960: I i —274 —236 — 38 
II 17 —143 160 


* Figures before fourth quarter 1958 are 
partly estimated. 


moneys from local tax offices to the 
Exchequer came into effect at the 
beginning of last month. Such 
money is paid in by the tax offices 
(the bulk of it on Saturday) to the 
clearing banks who have hitherto 
been given the use of it—in recom- 
pense for their services—until Thurs- 
day, when it was transferred to the 
Exchequer. The date of transfer 
has now been shifted to Tuesday. 


Rea Brothers’ Introduction 


Another of the private banking 
houses of the City became a public 
company last month: Rea Brothers, 
incorporated in 1919 as a private 
company, was made public at the 
beginning of last month, with an 
authorized capital of £1,000,000, 
preparatory for its shares being 
introduced on the London Stock 


Exchange. The balance sheet at 
December 31 last shows total hold- 
ings of cash and money at call at 
£4,336,000, Treasury bill holdings 
at £143,349, and investments at 
£3,099,000. Earnings since 1951 
ranged from a loss of £5,867 in 1952 
to a profit of £176,000 in 1959. 


Advances Rise Resumed 


The mid-September make - up 
statement showed that the rise in 
clearing bank advances, which had 
been sharply reversed in August, 
was resumed, but at a markedly 
slower pace than before, in the five 
weeks to September 21. Net ad- 
vances to the private sector, which 
had fallen by £36 millions in the 
preceding period, increased by £8 
millions. The official comment now 
accompanying the statement noted 
that the “‘ emphasis is stiil moving 
from personal and consumer trade 
borrowing to advances for capital 
goods industries’. There are wide 
variations in the figures for indi- 
vidual banks: Lloyds advances de- 
clined by £4.9 millions, but Mid- 
land’s rose by £10.7 millions. In- 
vestments showed a fall of £4.8 
millions —the smallest since last 
November—almost equally divided 
between gilt-edged and other invest- 
ments. Liquid assets increased by 
£9.7 millions, a very much smaller 
increase than a year earlier, when 
they rose by £60 millions. 

Net deposits increased by {6.4 
millions—a very modest gain when 
compared with increases of {£86 
millions and £63 millions in the 
corresponding periods of 1959 and 
1958 respectively. Lloyds season- 
ally-adjusted index of net deposits, 
indeed, registered a further fall. 
The index has now been re-based 
on 1954 (instead of 1948) and re- 
worked to exclude items in transit 
as well as cheques and balances in 
the course of collection. Thus re- 
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vised, it shows a slight rise from 
110.0 in January to a peak of 110.5 
in mid-June and a subsequent de- 
cline to 110.1 in July, 109.9 in 
August and 109.7 in September. 


Sept 21, Change on 
1960 Month Year 
{mn {mn mn 
Deposits .. i ng —-13.6 +169.2 
sehtt ute 6882.8* + 6.4 +160.0 
Net Dep { 0553 1+ 412.9 4155.5 
Liquid ol 

Assets — ee 6) + 9.7 -— 63.9 
Cash 0 (8.1) — + 12.8 
Call money | 77, 1 (8.0) +30.5 + 97.6 
Treas bills.. 982.5 (13.6) -—18.5 -175.0 
Other bills... 131.1 (1.8) - 2.3 + 0.7 
Special Dep 142.0 (2.0) - 0-8 + 142.0 
‘** Risk ” 

Assets 4608.3 (64.0) -— 0.5 + 81.6 
Investments 1312.4(18.2) -— 4.8 -477.1 
Advances§.. 3295.9 (45.7) + 4.3 +558.7 

State Bds 68.9 — - 4,3 
3227.0 = 4.3 +563.0 
All other 4 3134.4) 4+ 79 +558.6 


* Excluding items in course of collection. 

t Excluding all transit items as well. 

t Ratio of assets to gross deposits. 

§ Official total minus Lloyds Bank transit 
item. 

|| Excluding transit items. 


The unusually small expansion of 
liquid assets was clearly reflected in 
the average liquidity ratio of the 
banks, which was 31.6 per cent— 
only 0.2 higher than at mid-August. 
As our regular tables on page 762 
show, Martins and National Pro- 


vincial showed ratios of over 32 
per cent; Barclays, Lloyds, West- 
minster and District were all within 
0.5 of that figure, but Midland 
reported a ratio of only 30.4. 

The statement for mid-October, 
just available as this issue went to 
press, showed that advances—net of 
transit items—rose by £28 millions 
in the four weeks to October 19; 
despite sales of gilt-edged totalling 
£8 millions, the aggregate liquidity 
ratio dropped 0.1 to 31.5 


Estimating Overseas 
Investment 


Speaking to the Institute of Ex- 
port last month, Mr Anthony Barber, 
the Economic Secretary to the Treas- 
ury, asserted that “if a full inven- 
tory could now be made of all 
United Kingdom external financial 
assets and liabilities, I have no 
doubt that we should be seen to be 
a creditor nation”’. Unfortunately, 
Mr Barber did not offer any official 
estimates of any of the major items 
in that inventory (it has been left 
to a private source, Mr A. R. Conan 
(in the August issue of the West- 
minster Bank Review), to provide 
the only available figuring). 

Some of the gaps in this sur- 
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prisingly uncharted area should, 
however, be filled in by the regular 
inquiry initiated by the Board of 
Trade into Britain’s private direct 
investment overseas and correspond- 
ing overseas investment in Britain. 
The first results of this were pub- 
lished in the Board of Trade Fournal 
for October 7. The inquiry covers 
investment in overseas’ branches, 
subsidiaries and associated com- 
panies; it does not cover public 
investment or portfolio investment 
—or direct investment by oil and 
insurance companies (which is being 
dealt with in a separate inquiry). 
The Board estimates such invest- 
ment by British firms at £175 mil- 
lions in 1959, compared with {145 
millions in 1958 (the amount repre- 
senting unremitted profits of sub- 
sidiaries was {83 millions in 1959 and 
‘£75 millions in 1958). Overseas in- 
vestment in the United Kingdom 
(again excluding oil and insurance) is 
put at £117 millions in 1959 and £87 
millions in 1958 (these figures— 
particularly the 1959—are, however, 
known to understate the true inflow 
since they take no account of the 
purchases of some holdings in British 
companies by overseas companies: 
if these were included, the Board 
says, it is likely that a net inflow of 
new investment would be recorded 
in 1959 for the industries covered). 


The inquiry also provides some 
useful information on the earnings 
arising from this direct investment. 
Britain’s earnings are put at {228 
millions in 1959 and £196 millions 
in 1958; the earnings of overseas 
companies in Britain at £139 mil- 
lions in 1959 and {£94 millions in 
1958. (The net contribution of such 
earnings to Britain’s balance of pay- 
ments thus fell by £13 millions 
between the two years.) 

The results of this inquiry should 
be of great assistance in compiling 
estimates of Britain’s balance of 


payments. Unhappily, at the very 
moment when the estimates of in- 
visible items are being thus improved 
it is proposed to base the estimates 
of visible items on the monthly 
customs returns of imports and ex- 
ports instead of, as hitherto, on the 
actual payments for those goods. 
The reason given for this change is 
that the dismantling of much of 
Britain’s exchange control in the 
past few years has greatly diminished 
the flow of payments data to the 
Treasury. Even so, it seems justi- 
fiable to query why the Treasury’s 
statisticians cannot match the efforts 
of their counterparts in Germany 
and America (where exchange con- 
trol data must be much less than it 
is here) and produce something 
more informative than the dressed- 
up trade figures. 


Commissions Simplified 

The introduction of percentage 
scales for brokers’ commissions has 
now been approved (“ in principle ”’) 
by the Stock Exchange Council. It 
is proposed that the antiquated 
scale whereby commission ranges 
from }d on a share priced between 
ls and 1s 6d to 1s 6d on shares 
between {7 10s and £10 (with 
? per cent on the consideration 
thereafter) should be replaced by a 
standard commission of 1} per cent 
—3d in the {—on the consideration 
for shares and units of stock. This 
rate approximates to the average 
effect of the present scale, though 
it must tend to reduce slightly the 
remuneration of brokers dealing pre- 
dominantly in low-priced shares 
(where the incidence of the present 
scale is relatively high) and increase 
that of brokers dealing predominantly 
in high-priced. This simplification, 
which is long overdue, will assist 
the progress of mechanization. The 
commission on debentures and bonds 
(both registered and bearer) will be 
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$ per cent on the consideration. 
No change is proposed at this stage 
in the commission on gilt-edged or 


Canadian and American stocks. 


Scottish Banks—Monthly 


The Scottish banks have now 
begun to publish a regular monthly 
statement of their aggregate assets 
and liabilities on lines similar to 
that of the clearing banks, though 
still relating to make-up dates for 
individual banks varying from the 
9th to the 23rd of the month. The 
first of the monthly series was pub- 
lished last month, preceded by a 
statement for July and August to 
provide a link with the figures from 
January, 1959, to June, 1960, pub- 
lished in August, and those in the 
Radcliffe evidence dating back to 
1951. Regrettably, in the latest 
statistics short-term gilt-edged hold- 
ings and acceptances and endorse- 
ments are not shown separately as 
in the previous figures. 

The total advances of the five 
banks fell by £6 millions to £336.5 
millions in the three months to 
September—about the same _ per- 
centage fall as that shown by the 
clearing banks. As is shown in the 
accompanying table, investments fell 
by £18.5 millions in September to 


£267 millions; this was balanced 
by an increase of £18.5 millions in 
bills discounted. Gross deposits rose 
by £4.6 millions in September, but 
fell by £16 millions over the three 
months. The “free” cash ratio 
decreased only slightly to 2.9 per 
cent of gross deposits, but liquid 
assets, after falling to £98.5 millions 
(12.8 per cent) in August, rose to 
£123.5 millions (16 per cent) in 
September. These figures do not 
include that part of the banks’ cash 
required as cover for their own note 
issue, the ‘‘ authorized ”’ circulation 
of which has been approximately 
£3 millions over the whole period 
since 1951. 

The second stage of the Scottish 
banks’ credit clearing, embracing all 
credit transfers ‘‘ over the counter ” 
from customers, their agents or em- 
ployees, but not yet “third party ”’ 
transfers, will come into operation 
on November 21. 


Aiding Exporters 

Two early fruits of the Govern- 
ment’s examination of ways in which 
it could help exporters were an- 
nounced last month. The first was 
the setting up of an Export Council 
for Europe, headed by Sir William 
McFadzean, the President of the 





SCOTTISH BANKS, JULY-SEPTEMBER, 1960 
(£ millions) 


July, 


August, 


September, 1960* 
% of 





Change on 





1960* 1960* Gross Month Year 

Deposits 
Gross deposits 779.4 770.9 775.5 — + 4.6 —- 13.5 
Current accounts . 340.4 336.3 332.2 42.8 — 4.1 + 3.7 
Deposit ina at i 367.0 366.1 373.0 48.1 + 6.9 —- 6.1 
Other Aa me fe 72.0 68.5 70.3 9.1 + 1.8 —11.1 
Note issues .. ; a 128.4 121.9 121.4 — - 0.5 + 4,7 
Cash Note cover .. v 125.4 118.9 118.4 — - 0.5 + 4.7 
** Free ”’ cash * 23.0 23.0 22.9 3.0 —- 0.1 + 1.7 
' Call money .. i RE 55.5 54.6 61.2 7.9 + 6.6 —-22.5 
Treasury bills bi ii 12.7 13.8 32.7 4.2 +18.9 +13.9 
Other bills .. ll i 8.0 A 6.7 0.9 —- 0.4 + 0.8 
Special deposits ~ a 5.5 7.3 7.8 1.0 + 0.5 + 7.6 
Investments .. 285.5 285.7 267 .2 34.5 —18.5 —59.6 
Advances 338.7 335.7 336.5 43.4 + 0.8 +57.7 


* At dates, varying from bank to bank, between the middle and end of each month. 
707 








Federation of British Industries. 
The new council will be run on 
similar lines to the Dollar Exports 
Council, which has been highly 
successful in promoting Britain’s 
exports to North America, and like 
it will be financed jointly by the 
Government and by industry. 

The second, and potentially more 
important, was the authorization of 
the Export Credits Guarantee De- 
partment to exceed the normal 
maximum term for insuring credits 
“in particular cases where this is 
necessary to allow a British exporter 
to match terms offered by a foreign 
competitor with the backing of an 
export credit guarantee institution 
or equivalent official support ”’. 
Similarly, the ECGD has _ been 
authorized to give part period cover 
(of up to five years) in cases where 
‘it feels that an exporter is at an 
unfair disadvantage compared with 
competitors overseas; the exporter 
could then give additional credit, if 
he wished, at his own risk. In an- 
nouncing these new departures, Mr 
Maudling, the President of the 
Board of Trade, was at pains to 
stress that Britain did not intend to 
take the initiative in lengthening 
credit terms. Britain was not start- 
ing a credit race but joining in one 
that was already in progress. Each 
case, he said (in a phrase that should 
warn exporters against pitching their 
hopes too high), would be con- 
sidered on its merits. None the less, 
the new dispensations must cut 
across the Berne Union rules (which 
impose a maximum term of five 
years on insurable export credits); 
it is to be hoped that in practice 
they may reduce the incentives to 
break those rules. 


HP without Tax ? 


An intriguing scheme introduced 
last month by a Scottish hire- 
purchase company—Capital Finance 


—in conjunction with the Bank of 
Scotland seeks to offer the lender 
the security of an HP contract and 
the borrower the advantage of being 
able to set the interest on the loan 
against tax. Briefly, the borrower is 
financed principally by a personal 
loan from the Bank of Scotland; 
Capital Finance puts up only a 
token sum as HP credit, but thereby 
secures the right of repossession 
(which it would exercise if the bor- 
rower were in default in his pay- 
ments on the bank loan). At the 
end of the financial year the bank 
will submit a certificate of interest 
paid on the personal loan to the 
borrower’s tax inspector, thus en- 
titling him to tax relief at the appro- 
priate rate. 


This ingenious scheme appears to 
have secured the approval of the 
Inland Revenue. 


Investors’ Aids 


Two valuable aids for investors 
have recently reappeared in the 
bookshops in new editions. Begin- 
ners, Please (published by Eyre and 
Spottiswoode at 30s) needs no intro- 
duction: it is a most helpful series 
of extracts from the informative 
feature of that name in the Investors’ 
Chronicle, topped off with an ad- 
mirable glossary and index. The new 
edition has been revised to take 
account of changes in law, custom 
and taxes since the first appeared 
in 1955. 


The second book, An Investor’s 
Guide (published by The Financial 
Times at 15s 6d), can trace a longer 
ancestry—it first appeared before 
the war—but has been out of: print 
for many years. It has now been 
completely rewritten. Some of the 
best chapters in this new edition 
guide the reader, with commendable 
lucidity, through the intricacies of 
company accounts. 
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This Gold Muddle 


HE spectacular break-away of the world gold price from the 

dollar parity to which it had supposedly been moored has evoked 

a flood of speculative discussion. ‘There need be no surprise 

that the soaring price hit the headlines with a bang: gold is 
always news. What is surprising, and rather regrettable, is the colour of 
much of the comment. ‘This further manifestation of deep-seated instability 
in the world’s mechanism for international payments has on the whole 
had a good press. There is a widespread tendency to view the break- 
away, however undesirable its consequences might be in the short run, as 
possibly beneficial in the long run—on the ground that it might lead to a 
general realignment of currencies in terms of gold. But that is a highly 
debatable assumption: if a general realignment were indeed to be the out- 
come of last month’s confusion in the gold market, it would scarcely be 
for the reasons postulated by some of the commentators, and a realignment 
born of market chaos would have very different implications from those 
of a deliberate and concerted international plan. ‘The technical details of 
the events in the gold market are described on page 701; here we are con- 
cerned with the wider principles. 

The market upheaval was welcomed with wild excitement among gold- 
producing interests and holders of gold shares, notably in Johannesburg. 
It was also welcomed, more soberly, by many of the pundits who for years 
have feared that shortage of international reserves of acceptable liquid 
assets would set limits to the growth of world trade and of the world 
economy. Many beside the campaigners from the gold-mining territories 
had come to recognize that, in principle, a general increase in the currency 
value of gold could play a useful part in extending international liquidity, 
by raising the purchasing power, in terms of goods and services, of all 
existing gold reserves as well as of new gold output. The only trouble 
about that was that it was most unlikely to happen—because the United 
States, which pegged the world price through its willingness always to sell 
and buy on the basis of its own statutory price of $35 a fine ounce, had 
set its face against any increase in that statutory price, for fear of provoking 
domestic inflation, and also because the Communist bloc, with its important 
gold output, would be a big and continuing participant: in the resultant 
expansion of international purchasing power. But what if the hand of the 
US authorities were to be forced, as it might be (so ran the argument), by 
the break-away of the free market price; surely that would be a good 
thing ? Would it not be, indeed, even more desirable for this to happen 
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now, or soon, so as to provide a shot in the arm for world trade (not to 
mention the US economy) just as it is flagging ? Would not the advantage 
to the West far outweigh any gains conferred on the Soviet ? 

The flaw in this argument is that it overlooks the vitally important part 
played in international reserves by assets other than gold—by balances 
and securities expressed in terms of the so-called international currencies 
and, as second-line reserves, by credit lines and drawing rights in such 
currencies. ‘There would be little or no gain in international liquidity 
even in the short run, and much loss in the long run, if the very circum- 
stance that raised the money value of the gold reserves had the effect of 
reducing the willingness of monetary authorities to hold part of their 
reserves in these other assets. A gold revaluation that occurred purely as 
a result of a speculative run, such as the present run on the US dollar, 
would be very liable to have that effect. Nor should it be supposed that 
the resultant distrust of currencies would be confined to the one that first 
came under fire. Sterling has this year gained strength in the markets 
from the very fact of dollar weakness. But if the dollar were to succumb 
to the run, if it were to be dépreciated in terms of gold as a direct result 
of market speculation, the chances in future of defending sterling or any 
other currency when strains once again build up against it would be gravely 
_impaired. And if the eventual realignment of currencies occurred only 
after a period of generally fluctuating exchange values, the chances would 
be even more slender, and the emergent basis of international liquidity 
might be found to be actually smaller than before the upheaval began. 
It may be noted that since the Soviet bloc lies outside this system of 
liquidity, it would suffer none of these disadvantages. 

It needs to be remembered, too, that the strains on international liquidity 
that have attracted so much attention in recent years have been caused not 
only by the failure of the gold price to keep pace with other prices: they 
have also been caused, and lately have been much aggravated, by the mal- 
distribution of the available gold. The re-distribution during the past 
decade of part of the United States’ huge gold holding has not proceeded 
evenly: the gold released from the US reserves has in effect reappeared in 
the reserves of only three countries—Western Germany, Italy and France. 
Including their holdings of international currencies, chiefly dollars and 
sterling, the reserves of these countries have risen by substantially more 
than the US reserve has fallen. As Mr Selwyn Lloyd pointed out in his 
address to fellow governors of the International Monetary Fund in Wash- 
ington at end-September, such a persistent and excessive flow of reserves 
in one direction is evidence of a fundamental disequilibrium that demands 
corrective action. If the pressure of incoming funds on a country that 
already has adequate international resources is not allowed to promote an 
internal expansion of credit, there is “‘ a danger of countries trying to solve 
their payments problems by competitive deflation. . . .” 

A general writing-up of gold, it should be emphasized, would not of 
itself ease this burden of mal-distribution; on the contrary, its first effect 
would be to confer the maximum benefit upon precisely those countries 
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that had been accumulating excessive reserves, and the least benefit upon 
those that had shaped their international lending and aid policies strictly 
according to the rules of the game. Admittedly, a general adjustment of 
gold parities under the lead of the dollar might provide the one circum- 
stance in which a persistent creditor country, such as Germany, would 
agree to an increase in the exchange value of its currency. An upvaluation 
of the D-mark might indeed tend to cure the fundamental disequilibrium 
that has lately put such strain on the mechanism of international payments. 
But the benefits from such an adjustment would appear much less signi- 
ficant were they to be attained only at the cost of serious loss of confidence 
in the stability of currencies generally. And revaluation is not necessarily 
the only way in which the strains can be relieved. 

The most disquieting aspect of the break-away of the gold price is that 
it is not only a consequence, but also a new cause, of distrust of the US 
dollar. ‘The drive to convert dollars into other currencies, which stemmed 
from economic trends and political fears within the United States, was 
accentuated first by the excessive attraction of funds into Germany and 
certain other countries. But it was later accentuated, and turned into a 
drive to convert dollars into gold, by mistaken policies that were actually 
intended to give relief—by the efforts of Germany and Switzerland to 
discourage the entry of funds not by a general reduction of interest rates 
but simply by trying to prevent foreign balances from enjoying the same 
rates as those applicable to the domestic market. Sellers of dollars who 
could not get D-marks or Swiss francs, or who found they could carry such 
balances only at the cost of a commission charge, naturally preferred to 
buy gold. And the very fact that gold has moved thus dramatically to a 
premium is calculated to increase the distrust of the dollar. 

Unfortunately, the damage done by such policies cannot be made good 
merely by discontinuing them. Confidence once impaired is not easily 
rebuilt. The fears about the dollar, sharply intensified by the belief— 
especially on Wall Street—that a Democratic administration would be a 
much less rigorous defender of its stability than would a Republican one, 
are obviously destined to persist in any case until the new administration 
shows its hand; and that it can scarcely do before the new year. In the 
meantime, it is clearly the duty of all overseas monetary authorities who 
recognize the importance of confidence in the stability of currencies to 
take care to ensure that their own policies do not aggravate the pressure. 

After the array of arguments deployed against them during the IMF 
meeting, the German authorities are now known to be urgently surveying 
their plans—with the aim, it appears, of living in good-creditor fashion 
with their surplus without any D-mark revaluation, and at the same time 
of countering the threat of domestic inflation without such a high level of 
interest rates. The rediscount rate of the Bundesbank must surely soon 
come down from the 5 per cent level fixed in the earlysummer. In London, 
likewise, an easing of rates may be in prospect; the balance of advantage 
in maintaining the 6 per cent Bank rate had shifted significantly even before 
the dramatic happenings in the gold market, and now the case for a modest 
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reduction, on these external grounds, has become strong—certainly after, 
if not before, a move from Frankfurt.* 

A reduction in the London rate, if it comes soon, will certainly not be 
an indication that any general easing of domestic policy is imminent. Mr 
Selwyn Lloyd, in his first two major public speeches since he became 
Chancellor, last month made it very clear that the broad aims of his policy 
are precisely the same as those of his predecessor—and that he will be no 
less prudent in pursuing them. He told the Conservative party conference 
that it is an “ absolute priority’ to keep sterling strong in the exchange 
markets and stable at home, and that this purpose must be achieved “ what- 
ever the effort”. A few days later he declared at the Bankers’ Dinner 
that, although the restraints on demand were having the intended effects, 
the productive system was still more fully employed than it was when the 
restraints were first imposed. Clearly, it was ‘‘ too soon to talk of demand 
becoming insufficient’. ‘The authorities are wisely refusing to be stam- 
peded by the shoutings from the makers of T'V sets and refrigerators and 
from the motor car industry. The pressures experienced at these points 
will evoke some relaxation of policy only when the Government feels sure 
that this can be conceded without risking further pressure on the balance of 
payments—whether in the form of increased imports or a drag on exports 
_ —and without adding a spur to the threatened new twist in the wages- 
prices spiral. But this attitude was no longer held to preclude some 
moderate reduction in Bank rate, as Mr Cobbold clearly implied in his 
speech on the same occasion. While equally emphasizing that nothing 
must be done to “ start the pot boiling again’, he felt it “‘ equally unwise 
(having also in mind developments in other centres) to maintain too much 
rigidity for too long in our credit restrictions, merely for fear that minor 
adjustments might be misinterpreted as a change of direction ”’. 

An easing of rates in London and Frankfurt would certainly be of help 
to the US authorities, if only by allowing them to proceed with greater 
assurance in their policy of trying to stimulate the flagging economy—a 
stimulation much to be desired in the interests of world trade. But it is 
idle to suppose that such international moves, even if associated with other 
fundamental measures to correct the distortions in the flows of funds, 
could of themselves quickly allay the present fears for the dollar. 

Without doubt, the most valuable immediate service that overseas central 
banks could render in the cause of exchange stability would be to force 
the gold price back to its moorings; but this is a service that could hardly 
be extended without the specific agreement of the US authorities. Those 
authorities could, of course, wipe out the gold premium quite simply 
themselves—by offering gold on the free market at prices not higher than 
the shipping parities. ‘This they have so far declined to do—or perhaps 
feel debarred from doing—on the ground that the demand for gold for 
speculation, or as a hedge against dollar devaluation, is not a “ legitimate,”’ 
monetary requirement. Is it not a “ legitimate ’’ objective of US monetary 





* A cut to 54 per cent was announced on October 27—when the Bundesbank again 
announced ‘‘no change’’. (See page 701.) 
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policy to prevent the almighty dollar from having two different gold values 
in the world ?—on the one hand, its statutory value in normal international 
payments and, on the other hand, a much written-down value whenever 
the holder of dollars desires to switch into gold. The US authorities 
seem to think that any direct intervention of this kind would be seen as 
a sign of weakness, though traditionally the decision of a banker to pay 
out cash to all comers during a run has always been regarded as a sign of 
strength. ‘There is, however, another way of attaining the same end— 
by operating indirectly through other central banks. 

It is widely believed that other leading monetary authorities have for 
some time been accumulating holdings of dollars, and abstaining from 
applying to the Federal Reserve authorities for their conversion into gold, 
with the object of minimizing the strain on the US reserves. It is not 
clear how far this abstention has been a spontaneous gesture of central 
banking co-operation, or how far it reflects a feeling that the US authorities 
might regard large-scale conversions as an unfriendly act. However that 
may be, there must naturally be a limit to the willingness of other authorities 
to accumulate dollars; and indeed it has actually been suggested that the 
excess offerings of dollars to overseas banks might eventually drive them 
to cut their buying prices for dollars to less than the minimum value set 
by the IMF rules, thus precipitating a formal devaluation of the dollar. 
But this argument presupposes that the US authorities would actually 
refuse applications from foreign central banks for conversion of their dollars 
acquired in the normal course of business, which is surely unthinkable— 
since that would in effect be an act of devaluation carried out at the expense 
of co-operating overseas central banks. If, then, it is clear that the US 
authorities must in the end provide gold for overseas banks’ excess accumu- 
lations, they will find themselves, willy-nilly, eventually paying out gold 
against dollars that have been used to buy gold at premium prices in the 
free market. In this way the intentions of the US authorities to refuse 
gold for that market will in effect be frustrated, yet their release of gold 
after the event for the reduction of central banks’ dollar holdings will have 
done little or nothing to moderate the open market premium that is so 
psychologically damaging to the dollar. 

It would be better by far, in the interests of dollar stability and of the 
international payments mechanism as a whole, to make it clear to overseas 
central banks that gold will be provided against dollars at the statutory 
price even if that gold is to be used in arbitrage sales on the free market. 
The longer the premium is allowed to persist, the more costly it is likely 
to be to extinguish it. But if action is taken quickly, there would be a 
good chance that the strain imposed on US reserves by arbitrage sales on 
a scale sufficient to extinguish the premium would be smaller than the 
strain that is likely to build up if the premium persists and provides a 
day-by-day reminder of the prevailing mistrust of the dollar. The task 
of the US monetary authorities, in the interregnum before the new Adminis- 
tration takes over, is an unenviable one. But it is their clear duty to stop 
this mistrust from degenerating into a rout. 
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What Price for Power ? 


N recent weeks each of the three nationalized power industries—coal, 

gas and electricity—has announced its departure or impending departure 

from the plateau on which its prices have been bedded down for the 

past two or three years. Since the prices at which these industries sell 
their products play an appreciable part in determining the structure of 
industrial costs and, for that reason, have been seized upon at times speci- 
fically in the hope of imparting some stability to costs and prices in general, 
these latest increases have naturally been invested in some quarters with 
a significance that transcends the commercial calculations that lie behind 
them. The Government, it is felt, is not playing its full part in promoting 
the stability that it is urging on others. It is not difficult to show that 
such a protest is misconceived: the “ freezing’ of the prices of the state 
boards at certain periods since the war, as is argued below, has almost 
certainly been an inflationary influence rather than a stabilizing one. 
An increase in the prices of their products (which generally face an inelastic 
demand) would generate additional savings and thereby make available 
resources to implement the boards’ vast programmes of capital investment. 
Certainly to levy savings in this way from consumers is not an ideal method 
of securing the resources, but it can be argued that it is preferable to the 
arbitrary (inflationary) methods by which those resources have in fact 
been secured, 

Unquestionably, the net earnings of the boards have been totally inade- 
quate to support their investment programmes. In consequence the boards 
have had to rely on “ outside ’”’ finance (now provided almost entirely by 
the Exchequer) on a scale that has given rise to severe inflationary strains 
in the fully employed economy. Any increase in their net earnings (or 
contraction in their deficits), reducing this dependence on public funds, 
must therefore be welcomed. But the precise ways in which they propose 
to increase their revenues leave an uneasy impression that the boards have 
done disappointingly little to remedy the major defects of their price struc- 
tures. Admittedly, in no sphere of economic activity—except perhaps 
public transport—are the problems of pricing more complex than they are 
in the fuel and power industries. But equally in no other sphere are the 
consequences of mis-pricing more far-reaching. 

The immediate question behind the current round of price increases was 
whether the preceding increase in production costs should be passed on 
to consumers. (The decision by some area boards to raise electricity and 
gas tariffs, it should be noted, had been taken before the increase in coal 
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prices was announced in mid-September.) In so far as the preponderant 
element in those higher costs was increased wages there is no doubt that 
prices should have been raised—and with the minimum delay. The delays 
in responding to previous wage increases in the past three years have played 
a significant part in reducing the surplus earned by the electricity boards 
and in plunging the National Coal Board and the gas boards into the red. 
Whatever doubts may arise about the allocation of the overhead costs in 
these industries it is certain that their running costs—the charge for the 
current resources they consume—must be covered. 

From this point of view the increases in gas and electricity prices 
announced by several boards are unexceptionable. But the rise in the 
price of coal by an average of 6s 8d a ton (or by around 8 per cent) is more 
questionable. For this increase, which is expected to bring in an addi- 
tional £60 millions in a full year, clearly covers considerably more than the 
increase in labour costs when credit is taken for the economies and improve- 
ments in efficiency that have been achieved in the past three years (the 
Board puts the savings thus achieved at £50 millions this year compared 
with 1957). A very large part of the increased costs which the Board is 
now seeking to recoup in fact arises directly from its efforts to cut back 
production to match the fall in demand. These efforts, the Board says, 
have been “‘ complex and costly’. In the three years 1957-59 total con- 
sumption of coal fell by 33 million tons, or by about 15 per cent; to soften 
the impact of this sharp decline on employment in the pits the Board has 
taken more than 30 million tons of coal into stock in the past three years 
and has cut its opencast production (which employs relatively little labour) 
by a half. This policy has involved the Board in considerable carrying 
charges: the initial cost of laying down a stock of coal is approximately 
25s a ton and the annual interest charge is about 5s a ton (thus even if the 
Board is able to lift a little coal from stock this year its interest charges on 
its stocks are unlikely to fall below {7-8 millions). And it has substantially 
reduced the revenue earned from its opencast operations, which were by 
far the most profitable. For this reason the Board has not reaped the 
benefit that a fall in demand might have been expected to confer on an 
industry with a cost curve that rises quite steeply with output. The 
motives behind the Board’s policy are understandable: in the past three 
years it has had to reduce its labour force by 107,000 (to 588,000) and it 
clearly wished to minimise hardship so far as it could. But the wisdom 
of trying to recoup these transitional costs from consumers is very debatable 


Coal: The Bitter Fruits of Under-Pricing 


Presumably, these costs are non-recurring, and hence more in the nature 
of a capital charge. ‘The dangers of making a substantial increase in prices 
at a time when coal is facing very severe competition from oil are too obvious 
to be ignored. The fact that the Coal Board has had to try and pass on 
these costs provides perhaps the final condemnation of its pricing policies 
throughout the long period of post-war scarcity. Ifthe Board had followed 
the advice tendered by many observers and by half the Ridley Committee 
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and related its prices to long-term marginal costs (instead of average costs) 
it would have built up enough reserves to enable it to take the transitional 
difficulties of the past two years in its stride. As it is, the Board has now 
to put up prices at a time when commercial considerations argue strongly 
for a reduction (or leastways for stability). Instead of reserves, its balance 
sheet now shows an accumulated deficit of about £65 millions, a deficit 
that could be attributed entirely to the losses (totalling £84 millions) that 
the Board made in the days of scarcity through buying foreign coal and 
reselling in this country at its own appreciably lower prices. Ironically, 
this latest increase has carried the prices for some British coal above the 
prices for similar grades on the Continent. The Board is paying dearly for 
its earlier policy of keeping down the price of coal. 

The same charge of selling too cheaply can be levelled also at the gas 
and electricity undertakings. ‘True, the degree of under-pricing has been 
much less marked than in the case of coal. On the whole, the electricity 
and gas industries have been able to discharge the duty imposed upon 
them by the establishing statutes to produce a revenue “not less than 
sufficient to meet combined outgoings properly chargeable to revenue 
account taking one year with another”’. (The rapid technical progress in 
the design of generating plant, which has substantially reduced the capital 
cost of each kilowatt of new capacity, almost certainly means that the elec- 
tricity boards would have discharged their statutory duty even if depre- 
ciation had been calculated on replacement, instead of historical, values.) 
Even so, the margin of surplus earned has been extremely meagre when 
set against the volume of the industries’ turnover or expressed as a rate of 
return on the vast capital employed. As a result, the industries have been 
forced to rely very heavily on outside finance for their development. 


The Case for Bigger Surpluses 


Some indication of the extent of this reliance by the nationalized industries 
as a whole can be obtained from the accompanying table, which shows the 
gross new fixed investment by all public corporations* and the amount 
of it financed from external sources for the years 1954-59. Over these 
five years the annual rate of investment by those corporations has risen by 
almost 50 per cent—from £538 millions to £761 millions—while their 
gross savings (including depreciation) have declined slightly—from {204 
millions to £186 millions. In consequence, their need for outside finance, 
which in practice means Exchequer funds, has more than doubled over 
the five years—from {265 millions to £578 millions. This represents a 
very substantial draught on the public’s savings. More disturbingly, the 
official estimates of capital consumption included in the table suggest that 
an appreciable part of the Exchequer funds (in 1959 almost a third) was 
required not to finance new investment but merely to keep capital intact. 
In none of the five years were the gross savings of the corporations 





*‘* Public corporations ’’ comprise the nationalized industries and one or two bodies 
with similar features (e.g. the British Broadcasting Corporation). 
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sufficient to cover their true capital consumption: in the most recent years, 
indeed, they covered less than half of it. 

The need to provide more internal finance is widely recognized. The 
electricity industry, which has the biggest investment programme of the 
industries (but, as already noted, has probably fully covered its capital 
consumption by its depreciation provisions), stated in December, 1958, 
when applying to the Government for increased borrowing powers, that 
it planned to finance from internal sources some 48 per cent of its gross 
capital requirements during the seven years to March, 1965, compared 
with 42 per cent in the preceding decade. In 1958-59 the proportion 
of capital requirements financed internally was very near to this target 
—47.4 per cent—but in 1959-60, owing to a sharp increase in requirements 
and a slight reduction in the surplus (admittedly after providing {13 
millions more for ordinary depreciation), the proportion dropped to 43.6 per 
cent. In itself this fall, which may have been due largely to the vagaries 
of timing, does not provide any strong reason for raising electricity prices 
by more than the amount necessary to cover the recent increases in the 
industry’s fuel and labour costs. But there seem good grounds none the 
less for arguing that electricity (and gas) tariffs should be raised by more 
than that. 

An increase in tariffs that merely reflected the increase in the indus- 
tries’ running costs would almost certainly not prevent a further fall 
in the boards’ net earnings this year, since the hire-purchase restrictions 
will undoubtedly sharply reduce the contribution made by their (very 


FINANCE OF INVESTMENT BY PUBLIC CORPORATIONS 
(£ millions) 
1954 1955 1956 1957 1958 1959 


Gross fixed capital formation... - 538 570 592 659 695 761 
Estimated capital consumption .. - 287 299 324 345 374 390 
Net fixed capital formation jy “ 251 271 268 314 321 371 
Gross saving By 204 163 205 168 159 186 
Capital transfers, inventory ‘changes, etc 69 —28 —10 —59 —26 - 3 
Need for outside finance .. ze 265 435 397 550 562 578 


Source: National Income Blue Book, 1960. 


profitable) sales of domestic appliances. At first glance it might seem illogi- 
cal to seek to make good the falling off in this revenue by charging existing 
consumers more for their gas and electricity. But the essentially long- 
term nature of the investment programmes on which the boards are engaged 
provides, in the fully-e1:aployed economy, a cogent reason for doing so. 
This, of course, is part of the wider—and still contentious—question of 
how much the consumer should be expected to contribute towards the 
capital cost of expanding the industry. Ideally, of course, the consumer 
should be required merely to pay for the servicing of the capital (preferably 
through some form of standing charge) and for the resources currently used. 
up in supplying him power (preferably at a price that takes account of the 
falling off in marginal costs over wide ranges of output in these capital 
intensive industries); the resources for expanding the capacity of the 
industry should be provided by the voluntary savings of the community. 
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This view was strongly expressed by the (Herbert) Committee on Elec- 
tricity Supply in 1955, which held that ‘‘ to make present consumers subsidize 
. the capital requirements of future consumers would be inequitable ”’. 

It is possible to sympathize with that view and yet feel that in present 
circumstances to force savings from the consumer through higher prices 
may be the least of several evils. What, after all, are the alternatives? In 
an economy that is fully employed—and hence in which there is no pros- 
pective surplus of savings—the resources needed to implement the invest- 
ment programmes of the nationalized industries can be provided only by 
restraining expenditure in some other sector or sectors. ‘Thus in the last 
analysis the charging of higher prices by the nationalized industries (which 
means in effect the extorting of savings from their customers) may be 
seen as a means of permitting some reduction in interest rates or taxes 
or of avoiding an inflationary expansion of credit. Seen in this light it is 
by no means self-evident that it would be inequitable to make the con- 
sumer pay more for his gas and electricity than the actual (short-term) 
costs of producing it. Given the long-term estimates of future consumption 
and the shortage of genuine savings it would seem preferable that the 
consumer should make a bigger contribution towards financing the addi- 
tional capacity that will be required than that it should be financed by the 
. community at large through taxation or inflation or an arbitrary curb on 
the investment plans of the nationalized industries or of private industry. 


Aligning Prices to Costs 


But the case for higher prices rests even more on the effects that they 
might have on the growth and pattern of consumption (and hence on the 
volume of the industries’ future capital requirements) than on the additional 
internal funds that they would generate. ‘To the outside observer it has 
always seemed that one of the major failings of the nationalized power 
industries has been their predilection for making long-term forecasts of 
demand without trying to influence the pattern of that demand by aligning 
their price tariffs more closely with the underlying structure of their costs. 
From the outset the boards have been beguiled by the illusion that the 
averaging of prices over wide groups of consumers or products, disregarding 
differences in costs, is the best way of showing “‘ no undue preference ”’ to 
any particular consumer. Admittedly, in recent years they have moved 
some way towards ridding themselves of this illusion, but the latest price 
changes suggest that their progress is still slow and halting. 

This is most apparent in the case of coal. In the past ten years the Coal 
Board has gradually relaxed its adherence to ‘ averaging ’’ and has slowly 
but steadily widened the differentials between the prices of various grades. 
It has widened them further in the latest increase; but it seems evident that 
it has not widened them enough. ‘True, the biggest increases (10s a ton) 
are in the large coal used by the railways and domestic consumers (which 
is relatively expensive to produce) and the smallest increase (5s a ton) in 
the small coal (produced relatively cheaply) used by power stations. But 
with the present keen competition from oil would the Board not have done 
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better to hold its prices for small coal, even though that would mean 
applying stiffer increases to the larger varieties, for which the substitution 
of oil is more difficult? Such coldly commercial calculations seem still 
to appal the Board. 

The two electricity boards that have increased their tariffs (others are 
expected to follow suit before long) have been more selective, but it is 
doubtful if they have been selective enough. Both have applied their 
increases (of 5 per cent by the South Eastern Board and 10 per cent by 
the South Wales) only to domestic and other small consumers,* thus going 
some way to meet the criticism that domestic consumers have been sub- 
sidized by large commercial and industrial users (a criticism that is certainly 
supported by a comparison of British tariffs with those in most continental 
countries). Moreover, they have not perceptibly increased their tariffs 
for off-peak sales. Even so, it is extremely doubtful whether sufficient 
incentive is offered to consumers to take supplies off-peak. The capital 
investment programme of the electricity industry is necessarily geared to 
estimated peak demand rather than to the actual volume of consumption 
during any period. For this reason the true cost of a unit of electricity 
taken at the peak is many times the cost of a unit taken off-peak. The 
tariffs of large industrial and commercial users, where the peak-time demand 
can be metred, take some account—probably not enough—of this disparity. 
(The new feature recently introduced whereby large consumers connected 
directly to a power station or sub-station are offered a rebate if they agree 
to a temporary curtailment of supply for short peak-load periods is potentially 
promising.) But the peak-time load imposed by domestic consumers and 
other small users is still not susceptible to any real control. The incor- 
poration in many new dwellings of electric floor warming and other heat- 
storage appliances specially metred to take current only in off-peak hours 
may gradually lead to some better distribution of the load. None the less, 
it is disappointing that the load factor for the electricity industry as a whole 
should have improved only from 43.1 per cent to 46.9 since 1950. 

Much higher charges for peak supplies would seem the obvious remedy. 
Even if, with the Briton’s traditional distaste for shift-working, these did 
not lead to any startling improvement in the load factor they might at 
least force the peak consumer to make some contribution to the additional 
capital costs entailed in satisfying his demand, as well as covering the higher 
running costs of the least efficient stations, which are kept in commission 
specifically to meet the peak demand. The cardinal principle that should 
guide the setting of power prices in this country is that so far as possible 
each consumer should be charged according to a tariff that reflects the 
true costs of meeting his individual demand. The besetting sin of the 
nationalized industries throughout the post-war period is that they have 
been too timid in applying that principle. Yet unless some serious attempt 
is made to apply it there can be no confidence that their massive investment 
plans will not involve an appalling waste of scarce resources. 





* The relative increase in domestic tariffs is rather less than the figures suggest, since 
most industrial and large commercial users have a coal-price clause included in their tariffs. 
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Banking in the Soviet 
Economy 


By A. NOVE 


HE object of this article is to explain the nature of Soviet banking 

and the functions of a Soviet bank official, concentrating particu- 

larly on those aspects in which Russia differs from the West. 

The nationalization of the banks was one of the very first measures 

of the Soviet government after the seizure of power. The keystone of 
the banking structure from then on has been the State Bank (Gosbank), 
‘ which for many years was under the Ministry of Finance, but is now a 
separate institution attached to the Council of Ministers, of which the 
head of Gosbank is a member. Despite the nominally federal nature of 
the Soviet state, the Gosbank is a unitary institution, with numerous local 
branches. Its functions include most of those normally performed by a 
central bank: it is banker to the government, the keeper of gold and foreign 
exchange reserves, the bank of issue. (In this last capacity, it is about to 
launch a major currency conversion, when, during the first quarter of 
1961, old roubles will be exchanged for new in the proportion of 10 : 1.) 
Ordinary citizens do not keep their money in Gosbank. They are 
encouraged—by a 3 per cent rate of interest and an advertising campaign 
—to use the network of savings banks, which operates in a manner similar 
to the post office savings banks in this country. The local branches of 


Gosbank play an essential réle in the operation of the economy and have. 


large powers of inspection and control. They are able to exercise these 
powers because state enterprises (which are responsible for the bulk of 
Soviet industrial production and trade) must keep all but the pettiest of 
petty cash at the bank, must make all payments through the bank, and 
draw much of their working capital from the bank in the form of short- 
term credits. The bank manager’s job is to ensure that all is done in 
accordance with plan. A closer look at his functions will show the nature 
of the controls he exercises over the enterprises in his area of responsibility. 

The local bank manager has in his possession a copy of the output, 
productivity, cost, and other plans for each enterprise in his area, which 
have been determined by superior planning authorities. The prices at 
which goods are sold, and the prices of materials and fuel used by the 
enterprises, are fixed by the state. Similarly, the “ wages fund”’ of the 
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enterprises is determined in advance, based upon the expected average 
wage of workers and salary scales of managerial and technical staffs. 
(Wages are, in principle, fixed for each grade of worker by the central 
government; however, most industrial workers are on various forms of 
piecework, and their average earnings are generally substantially above 
those fixed for their grade because of overfulfilment of relatively “ easy ”’ 
piecework norms.) It is the task of the bank manager to scrutinize all 
cheques made out by the enterprises, to ensure that they conform to the 
standards indicated in the plan. He must refuse to honour cheques that 
involve payments of prices above the state-determined levels for materials 
in short supply.* He must ensure that the wages bills are not in excess 
of the wages fund limits, unless the fulfilment (or overfulfilment) of the 
plan entitles the given enterprise to pay bonuses to its employees. This 
is an essential “ guard ” against wage inflation. Thus, let us suppose that 
the regulations permit a bonus of 30 per cent of salary to managerial per- 
sonnel if a plan is fulfilled, plus 4 per cent extra for every 1 per cent over- 
fulfilment, and that the workers in the factory are on piecework. Obviously, 
if the plan is overfulfilled by 5 per cent, this will involve payments of wages 
and salaries well in excess of the originally planned “‘ wages fund ”’, and 
the bank will issue the necessary money, but only to the extent provided 
for by the various regulations governing bonuses. If the plan is not ful- 
filled, the money issued as wages and salaries must be correspondingly 
restricted. If the director of the enterprise claims more than the amounts 
to which the regulations entitle him, then, whatever may be the state of 
that enterprise’s account, the bank manager’s duty is to refuse to pay. 


Credit: Means of Discipline 


Soviet industrial enterprises are endowed with a legal personality, some 
operational autonomy and a limited volume of “own” working capital. 
However, part of the necessary stocks of materials, and much of the time- 
gap between production and payment, are financed by short-term credits 
from Gosbank, which bear interest, generally at 2 per cent. These credits 
are planned, and are carefully integrated with the output and financial 
plans of each area and enterprise. Their total volume is also related—in 
theory at least—to Gosbank’s financial resources, which consist of deposits 
by state institutions and enterprises and are fed by the transfer to the bank 
of the bulk of the budget surplus. The budget surplus was 30 and 36 
milliard roubles in 1958 and 1959 respectively, on a total revenue of 672 
and 740 milliard roubles. This revenue represents more than half the 
national income (defined in the USSR as the total value of material pro- 
duction). As the Gosbank handles the bulk of these sums, as well as 
virtually all inter-enterprise transactions, its importance in the economy is 
evident, even though it hardly touches the private sector. 

At local level, the branch of Gosbank receives its credit plan, geared in 





_* Most materials are in short supply, and are administratively allocated. However, all 
kinds of expedients are resorted to by anxious directors of productive enterprises to ensure 
that they really do arrive. 
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with the financial plans of the enterprises in its area. There is the same 
duty to scrutinize the use that the enterprises make of the credits, to guard 
against excessive or illegal payments, to relate the issue of credits to plan 
fulfilment and the regulations surrounding it, to report any alleged breach 
of rules to supervisory organs and to refuse to make payments when these 
are contrary to rules. The eminent Soviet financial expert, Professor 
Plotnikov, put it as follows: “‘ The bank issues credits for purposes and 
for the amounts provided for by the plan. If the plan is overfulfilled, the 
enterprise can claim and the bank must issue credits for the needs asso- 
ciated with overfulfilment; if the plan is underfulfilled, credits must be 
reduced. In this process, the bank supervises not only the amount of the 
credit, but also its use for the particular purpose the plan intends, not 
permitting unplanned redistribution of material and monetary resources in 
the socialist economy between and within enterprises.”* Since 1931, credits 
may not be extended by one enterprise to another; therefore the granting 
or withholding of credits by the bank is a powerful means of enforcing 
financial discipline. 

An example of this réle of the bank concerns the use of amortization 
(depreciation) funds of enterprises. The amount of depreciation payments 
is laid down by regulations. This amount is charged against costs of 
‘ production and divided into two portions. One is retained in the enter- 
prise’s account at Gosbank’s local branch, and must be used only for so-called 
“capital repairs’”’. The other is transferred to the investment account 
of higher economic authorities. 


Penalties for Deviationists 


If the enterprise’s financial arrangements go wrong—for instance owing 
to delays in production, or excessive costs—this swiftly shows itself in 
failure to keep within the credit limits laid down by the plan, or by delays 
in repaying short-term credits to the bank. Such delays are penalized by 
a higher rate of interest, and, especially after a decree promulgated in 
August, 1954, by a procedure that gives the bank greater powers of detailed 
supervision over all the enterprise’s payments, withdraws from the enter- 
prise the clearing facilities that the bank normally provides, and entitles 
the bank to demand that any further credits be guaranteed by the enter- 
prise’s hierarchical superiors (since the 1957 reforms this is generally the 
sovnarkhoz, or the regional economic council). This has the effect of ensur- 
ing the intervention of higher authority to restore financial solvency, and 
sometimes results in the dismissal of the director of the enterprise. In the 
last resort, the bank can sell material assets and even publicly declare the 
enterprise insolvent, a form of socialist bankruptcy. 

It must be emphasized that such a state of affairs cannot arise merely 
because the enterprise concerned makes losses. Prices in the Soviet 
economy tend to be related not to marginal cost but to the average cost 
of production in a given industrial sector, plus a profit margin of a few 





* Finansy 1 Kredit v SSSR, Moscow, 1959, page 167. 
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per cent. Consequently, large ‘‘ planned ’”’ losses are envisaged for enter- 
prises in unfavourable circumstances, and a subsidy included in the financial 
plan. Such an enterprise would get into financial difficulties only if it 
made a loss greater than the plan envisaged. By contrast, a factory with 
unusually low costs may be saddled with a “ planned profit’’ of some 
30 per cent over costs, and it would be in trouble with the bank if the 
profit proved to be only 20 per cent, since its credit requirements and its 
payments into the state budget would have been related to a 30 per cent 
profit. The object of this system, as well as of the many species of 
bonuses for the fulfilment of various plans, is to encourage efficiency and 
prevent unregulated diversion of resources. If enterprises achieve a good 
reputation for financial soundness, the same decree of August, 1954, instructs 
local branches of the bank to extend credits more generously, if the enter- 
prise requires them for some unexpected and unplanned reason; such 
reasons often arise in practice. 

Broadly, Gosbank is concerned with current operations and short-term 
credits, but not with long-term investment. Investment in state enter- 
prises is financed partly by non-returnable budgetary grants, partly out of 
profits and a portion of the depreciation fund. The bulk of investment is 
integrated into the central plan; the requisite funds are concentrated in 
specialized banks under the Ministry of Finance, and are issued to finance 
new construction and acquisition of equipment, as the plan and circum- 
stances require. Until recent years there were four such banks. One of 
them specialized in credits to collective farms—which, because they are 
deemed to be co-operative and not state enterprises, are not entitled to 
budgetary grants and receive long-term credits for investment purposes. 
The other three were concerned respectively with industry, trade, and the 
communal and housing sectors. These have now been amalgamated into 
a single investment institution, Stroibank, with local branches. This bank 
has very little, if any, range of choice in the disposal of the money, which 
is already earmarked in the plan for particular projects or purposes. It 
has the familiar supervisory functions over costs, prices and wages, and 
has frequently drawn attention to breaking of rules, delays in building, 
overspending in relation to approved cost estimates, and so on. 

The Soviet banking system has suffered from several weaknesses. In 
particular, its powers of control have at times proved insufficient to halt 
inflation. ‘The main reason for this lies in the priority given to quanti- 
tative plan fulfilment at all levels of the economic-political hierarchy. In 
consequence, pressure has been put on the banks to make available what- 
ever credits were necessary to facilitate fulfilment of the plan. The wages 
fund has often been chronically overspent. This was particularly notice- 
able in pre-war years: even after the chaos of the first five-year plan had 
been largely overcome, it was found that in the second five-year period 
(1933-37) the total wages fund rose by 150 per cent, compared with a 
planned increase of 55 per cent. In post-war years, though money wages 
have risen more slowly, the wages fund has been overspent in practically 
every year, despite bank controls and orders from the government to check 
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wage increases. The overzealous local bank manager, who refused to pay 
a rouble more than the regulations permitted, has usually found himself 
overruled in the end. However, it is only fair to add that since 1948 
Soviet money wages have been more stable than those of Western countries, 
while both wholesale and retail prices have declined substantially. Prices 
of inanimate factors of production are, of course, much easier to control 
than are wages; here inflationary pressures have shown themselves in 
supply bottlenecks and in delays in completing construction projects. 
Prices based on costs, of course, are no guide to relative scarcities. It is 
rare indeed for a budget speech by the Minister of Finance not to include 
a denunciation of the: ‘“‘ freezing ’”’ of resources in unfinished construction. 

Of course, in theory it could be shown that inflation is impossible in the 
USSR. The state controls prices and determines wage and salary rates; 
it can adjust the income of the people to the value of goods for sale; it 
can regulate the volume of bank credits and the working capital “‘ norms ”’ 
of enterprises. It can, and often does, insist that credits be strictly related 
to work on hand or covered by goods in stock or in transit. If all these 
rules were applied literally, too much money (and credits) could not chase 
too few goods. In practice, however, there is chronic over-commitment of 
resources, enterprises endeavour to hoard materials to insure themselves 
. against breakdown in supply, personal incomes tend to exceed plan. The 
result is that state-fixed retail prices have, on balance, been too low to 
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equate demand with supply, so that there have been queues, and appre- 
ciably higher prices in the officially-tolerated free market for peasant food- 
stuffs. Moreover, there has been a number of instances of totally unjustified 
reductions in retail prices, which, far from being a sign that inflation had 
subsided, merely lengthened the queues. Although aggregate production 
of consumers’ goods has recently increased substantially, the assortment is 
ill-related to consumer demand—hence the phenomenon of queues for 
some commodities and unsaleable stocks of others, about which much was 
said in official statements in the summer of this year. The bank in fact 
automatically provides credits to cover the unsaleable stocks—they are the 
“cover” for the credits. The increase in such stocks is causing the 
authorities to re-examine the production programmes and prices of con- 
sumers’ goods; it is likely that the bank will be used increasingly to put 
pressure on the retail trade organs by refusing to finance the holding of 
stocks of goods for which there is no demand. But at present the bank 
is still ill-adapted to perform such a task. 


Inflexibility at the Centre 


Another difficulty arises from the tight centralization of Gosbank’s opera- 
tions, which is hard to fit into a necessary devolution of functions to 
economic regions and to enterprises. Local initiative frequently encounters 
financial inflexibility. A sum of money earmarked for one purpose cannot 
be used for another—and more urgent—purpose without a tiresome series 
of authorizations. Many regional economic councils have complained that 
they cannot make even minor changes in the establishments of subordinate 
organizations without permission from Ministry of Finance inspectors; 
without this permission, the bank refuses to issue the salaries of the officials 
concerned. On a lower level, the earmarking of a portion of the depre- 
ciation fund specifically for capital repairs is a cause of unnecessary waste. 
The bank will not allow the sums in question to be spent on purchasing 
a new machine, for that would come under the heading of investment 
expenditure; yet repairs sometimes cost more than a new machine would cost. 

It is also argued that enterprises should be entitled to borrow from the 
bank for unplanned investments, notably for re-tooling and mechanizing 
production processes, and indeed such credits have been growing in 
importance since 1956. Sums not exceeding 1 million roubles (say £70,000 
in terms of wholesale prices of machinery), repayable in two to three years, 
may be borrowed by enterprises for these purposes. Subject to restriction 
of the total to be lent, the local branch is given some real freedom of 
decision. Complaints have been voiced, however, that the sums are 
inadequate and the repayment period too short; some economists argue 
that a much larger proportion of investments should be financed by credits 
granted to enterprises by the banking system. This view is linked with a 
more general criticism of the practice of financing investments by non- 
returnable (and therefore non-interest-bearing) grants, and with the need 
to make a charge for the use of capital. 

The Soviet bank official thus fulfils the dual réle of financial inspector 
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and credit provider on behalf of the central planners. However, he has 
more initiative than might appear from his formal position. In real life, 
things seldom work out exactly as planned, and not every contingency can 
be covered by instructions. Nor are plans and instructions created by 
superior authority out of thin air; they reflect not only the priorities and 
policies of the centre, but also requests from the localities. For example, 
the local branches of Gosbank must process and forward applications for 
credits from enterprises and regional economic councils. Frequently the 
director of a factory will come to the bank with urgent requests for money, 
and, within certain limits, the job of the bank manager is to try to help 
the directors to fulfil their plans. With increasing tendencies towards 
devolution of decision to the localities, and a greater emphasis on economy 
rather than output at any cost, his réle in ensuring a smooth flow of pro- 
duction and payments is bound to increase. However, the success of any 
such devolution decisively depends on bringing into being a price system 
that will reflect relative scarcities and changes in demand. In the absence 
of such a price system no local economic authority or branch of the bank 
will be able to judge rationally between alternative patterns of resource 
allocation. In the Soviet economy, to this day, central instructions are the 
overriding criteria, but these, by definition, cannot provide a basis for 
local choice in the many cases where there are no central instructions. 
However, there is as yet no sign of a price reform on these lines. 





An Artist’s Sketchbook: No. 79 


BRITISH BANKS IN TOWN AND COUNTRY 


National Provincial Bank, 
Canterbury 


LTHOUGH the recent examples of post-war rebuilding in Canterbury 
have come in for much criticism (usually on the grounds that they 
fail to harmonize with the old city), there is no doubt that at least 

one or two of the buildings are successful attempts at design in the modern 
idiom. The branch of the National Provincial Bank in St George’s Street 
is one of these. It is of grey-brown brick on a granite base and has ranges 
of deeply recessed windows—three rows on the St George’s Street elevation 
—divided by grey-green upright members running up to the roof level. 
Its most striking feature is the huge window on the side elevation, lighting 
the banking hall. This is slightly curved and has, in a contemporary 
way, the interest of eighteenth century bow windows, where panes of glass 
set at varying angles cause interesting reflections. ‘This side of the bank is 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


connected by ranges of shops, lower in height, to the eighteenth century 
shops in Burgate. Windows on the ground floor of the bank near the 
entrances are divided into smaller panes, to carry the motif of the big 
curved window round to the front elevation. 

The bank is also distinguished by the blue and white tiled clock set high 
on the side wall and by the imaginative use of mural decoration in the 
banking hall. 
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Belgium’s Triple Crisis 


By GAVIN GORDON 


BRUSSELS, mid-October 


T was a relief to hear King Baudouin, when he attended the centenary 

banquet of the Crédit Communal de Belgique, make a rather outspoken 

appeal to his subjects for national unity and patriotic effort in time of 

crisis. ‘The absence of any such appeal had been—and, until the 
King’s words are reinforced by his Government, still is—one of the out- 
standing features of the worst financial crisis with which the country has 
ever been faced. Behind it, and perhaps a result of it, is the fact that the 
Belgian public has no sense of crisis at all. Publicity has been given to 
reassuring statements that Belgium has lost in the Congo only the equivalent 
of less than a single year’s growth in her gross national product, that 
exports to the Congo were too small to matter anyway, that the loss in 
foreign currency earnings will be offset by almost automatic savings in 
foreign currency expenditure. The average Belgian has gone back to 
work with the feeling that the Congo crisis is past and gone; that it is a 
pity there are still so many ex-colonials making a fuss; that, of course, 
this means there must be higher taxes, but after all this is what always 
happens. 

The disturbing fact is that there are three crises, all of which must be 
dealt with at the same time. The first, which may be called, for short, 
the finance crisis, is not the result of the Congo disturbance, but probably 
would not have become urgent if this disturbance had not occurred. The 
second, the coal crisis, has so long been endemic that it has come as some- 
thing of a shock to find it has become an urgent and compelling issue, both 
economic and political. ‘The third, the productivity crisis, was an obvious 
problem as soon as the Treaty of Rome was signed; but the conditions in 
which Belgium is having to deal with it savour less of the leisurely per- 
suasion than her leaders had hoped, and are fraught with an urgency that 
seldom makes for confident negotiation. 

The finance crisis arises through the chronic imbalance of the Belgian 
budget. Successive governments had been through the motions of con- 
cealing it by seizing the flimsiest pretexts for classifying items of current 
expenditure as capital, and meeting them out of the loans raised for the 
“extraordinary ”’ budget. All parties did it, so none could criticize; 
and even M. van Houtte, the present and very regular-minded Finance 
Minister, seems to have had difficulty in persuading either his departmental 
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subordinates or his political colleagues of the need for reform. For a country 
living with a precarious balance in its external payments, such a situation 
would have led to a loss of confidence in the currency, and inflation would 
in due course have forced the government to balance its budget. For Belgium, 
with a monster payments surplus, no question of impaired confidence 
could arise; Belgium was happily investing abroad and her gold and currency 
reserves were stubbornly increasing. 

The Congo upheaval changed all this dramatically. The Congo had 
habitually run a big payments deficit with Belgium and a big surplus with 
all other monetary areas. Over a five-year period this was worth to Belgium 
an average, with only minor fluctuations, of $264 millions a year. Its 
complete disappearance would leave Belgium with a deficit in her external 
payments. 

Admittedly it may not disappear completely, but this is a matter that 
cannot be known until the Congo’s economic and political set-up falls into 
a definite pattern. Moreover, even if it is wholly lost, there will be a 
number of offsets; for there will be other markets for Belgian exports, 
other uses (though not monopolistic ones) for Belgian ships and aircraft, 
and insurance underwriters of Congo risks will no longer be spending 
sterling and Swiss francs in re-insuring them. Even so the margin seems 
unlikely to be so large that it will still be safe to play about with unbalanced 
budgets. Moreover, if American industrialists are to be invited to choose 
Belgium for their European perch, it is quite essential to offer them a solid 
currency. In budgetary matters, therefore, the days of risk-taking are 
over. There can be only one course of action—to ensure that all current 
expenditure is duly charged to the revenue budget, prune the expenditure 
estimates as severely as possible and face the fact that the gap must be 
met by increased taxation. 


Coal: From Requests to Ultimatums 


The coal crisis has arisen because the polite requests of the High Authority 
have been replaced by ultimatums from the Council of Ministers. The 
policy of keeping uneconomic collieries alive with subsidies, however strong 
may have been the case for it five years ago, is now obviously indefensible. 
There is no excuse whatever for failing to prepare urgently for the time 
when the Belgian collieries stand on their own feet in the common market 
of the Coal and Steel Community; and Belgium has been given a good 
deal of money and protective consideration to enable her to push ahead 
with her preparations. Her performance has been criticized as unsatis- 
factory and dilatory; and the Germans have even accused her of exploiting 
the concessions she has been given to secure unfair advantages in markets 
in which her coal competes with the Ruhr. There can be only one course 
of action—to go through with the colliery closures, and face the music 
about re-employing the miners. Many of the miners are Italian, and may 
find unemployment less unendurable in a sunnier climate. But the problem 
of re-employment is aggravated by the need to find jobs for workers dis- 
placed from the Congo, and from Congo-centred companies in Belgium. 
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The productivity crisis is perhaps an unduly abbreviated shorthand for 
the problem that underlies the fact that Belgium has been almost completely 


by-passed by the European boom of the past two years. It was not until 
Germany and Holland were on the brink of full employment that orders 
came in to take up the slack in Belgium’s economy, and even then it meant 
some of her machinery firms manufacturing to German specification and 
under German brand-names. Admittedly, Belgium is now beginning to 
collect some of the European overflow on a more permanent footing, as 
witness the big Siemens plant being erected near Bruges and the major 
Brown Boveri installations at Bornem. ‘The fact remains, however, that 
the cost of labour has risen more rapidly in Belgium than in her chief com- 
petitors, and more rapidly than her productivity. There can be only one 
course of action—to stimulate investment and so raise productivity; and 
to widen the scope of exports so that the country depends less crucially on 
selling to its industrialized neighbours. 


Wanted: A New Deal 


The three crises are urgent and compelling; and such is the conjunction 
of pressures that they seem to be not three crises but one. If the Congo 
trouble were the only one, even a total loss could be easily absorbed by a 
virile and expanding economy, as the Dutch found after the loss of Indo- 
The problem is to give the Belgian economy the positive elements 
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it needs. It is an occasion calling for a New Deal, in some imaginative 
guise that will enable the country to rise superior to its problems. 

It was a triumph for M. Eyskens that he was able to reshuffle his Govern- 
ment on terms which, for the time being at least, saved the country from 
the costly delays of an election or the horrid alternative of government by 
emergency powers. His first statement on his recovery programme cer- 
tainly seemed to be following the right, albeit rather obvious, lines. 
When, however, he came before the rc -convened Chamber, he seemed to 
have little more to add, and to be unable or unwilling to fill in the details. 
He appeared, however, to have had to yield a lot of ground to the trade 
union interests in his own party, presumably as the cost of having to tamper 
with the deficits in the social service funds. He spoke of expenditure 
cuts, which are still far from precise; but the danger remains that the big 
economies in the education vote may lay him open to the charge of dis- 
turbing the agreed balance between Church and State. Extremists in the 
Flemish wing of the Catholic party seemed to be using the occasion to 
secure linguistic domination in districts where the Flemish are only a 
minority. The single framework bill for the recovery programme will be 
laid before the November session of the Chamber. 

Critics in Belgium have suggested that even the budget economies may 
be illusory, since pressure groups are strong enough to override them. 
No real attempt has been made to convince the country of the existence 
of a real recovery programme, beyond the mere statement that the export 
drive and the existing investment encouragements will be continued and 
intensified. It has been suggested that the only reality in the whole thing 
will be the tax increases; and that these, though nominally only temporary, 
will remain in force as so many others have done. 

This criticism seems, on closer analysis, to be over-severe. It makes no 
allowance for the fact that the Belgian infrastructure is being quietly but 
very drastically improved. ‘The canal system is being streamlined to 
provide a comprehensive main-line system which can take the big 1,350-ton 
barges, and carry traffic more rapidly round fewer bends and through 
fewer locks. ‘The long-sought Baudouin Highway (Antwerp-Aachen) will 
be finished next year, and will be followed by work on the Wallony Road 
(Li¢ge-Mons). M. Vanaudenhove, the resourceful and forceful Public 
Works Minister, has secured the agreement of the European Investment 
Bank to aid in financing the Brussels-Mons-Paris motor road; and he has 
found a formula for getting private capital to take the risk of building the 
Antwerp-Ghent-Lille road by offering a per-vehicle toll that will be paid 
by the Government instead of the motorist. The gaps in the railway 
electrification programme, notably the Brussels-Paris line, are to be filled 
in; and the public works programme is to be put on a fifteen-year basis 
with only part of the expenditure subject to variation under the Govern- 
ment’s boom-and-slump policy. 

All this, of course, will not itself create prosperity. It will simply create 
conditions in which prosperity can be generated by industries well enough 
equipped and managed to compete in the larger framework of the Common 
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Market. Under the 1959 legislation a number of fiscal and other advan- 
tages (including subsidized interest rates) are offered to newly-constituted 


factories. 
The advantages offered to new industry are available to Belgians as well 


as foreigners. On the other hand, there has so far been little sign of the 
Belgian finance groups bringing to Belgium the capital they have been so 
insistently taking out of the Congo in recent years. A number of Belgian 
firms have indeed set up new, and very efficient, factories to deal with the 
emergence of the Common Market—the Papeteries de Genval factory at 
Tournai and the Caulier brewery at Ghlin are examples. The real appeal, 
however, seems to be to foreigners, notably Americans; and the recent 
mission, led by Prince Albert, came back from the United States with $40 
millions of new investment business. 


It is, nevertheless, open to question whether a recovery programme. 


based, as this seems to be, on getting other people to employ the Belgians 
whom Belgium herself cannot employ, should really be regarded as a national 
effort. It is the absence of any appeal to the Belgian people that creates 
such an atmosphere of unreality. It must be remembered that when 
$40 millions is invested by Americans in factories in Belgium a large part 
of the money will be found in Belgium itself. The resulting prosperity 
will accrue to Belgium in the form of employment and tax revenue, but 
not effectively in ownership and profit. ‘The man in the street, who feels 
he had little enough profit out of the Congo anyway, is not surprised at 
this; and the finance company, with a hard core of existing Belgian interests 
and a nest-egg tucked away in Canada, has little cause to care. 

This is perhaps a pity, for the situation is a critical one, and it would be 
admirable to see the people of Belgium making common cause in over- 
coming it. If this were organized, with suitable publicity and closer 
contact between Government and people, foreign investment would take its 
place as an auxiliary engine rather than as a prime mover. It would, 
however, mean the sinking of sectional discords and party advantages in 
favour of a bigger unity of effort. It was for this King Baudouin seemed 
to call, in his speech at the Crédit Communal banquet. We have still to 
see whether his appeal is echoed by his Government. 
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Inflation and Investors 


F there is one fixed and ineradicable illusion that I have always found 

it impossible to dispel from the minds of any but the best informed of 
my friends, whether versed in finance or not, it is that currency inflation 

is a necessary evil which, like the poor, has always been with us and 
always will be. One may argue that the past twenty years or the past 
fifty years being periods of great wars cannot be regarded as typical. One 
may recall that the hundred years between the end of the Napoleonic wars 
and the beginning of the first world war were, taken as a whole, a period 
of gradually falling prices. Such statements normally fall on stony ground. 
Past experience is usually dismissed as irrelevant—even by those who base 
on the teaching of history their belief that inflation is a pandemic recurring 
disease of mankind. The favourite current argument in this connection 
is that “‘ full employment ”’, now everywhere established—which it never * 
was before—as a prime object of domestic policy, postulates inflation as its 
necessary concomitant. From the widespread conviction that we shall 
never again, save quite temporarily, be free from inflation, comes the 
“cult of the equity ”’ in investment philosophy—of which more presently. 
History is said to “‘ repeat itself’’. It is also said that the one thing we 
learn from history is that we never learn from history. On either count 
it is desirable in this matter of inflation that we should at least know what 
history has to tell us. In the latest issue of Lloyds Bank Review, Dr R. G. 
Lipsey, who is a Reader in Economics at London University, surveys the 
evidence for an answer to the question, “‘ Does money always depreciate ? ”’ 
He puts inflation historically in its place. His raw material is an index, 
compiled some years ago by Professor Phelps Brown and Miss Sheila 
Hopkins, of British prices of a variety of consumable goods (farinaceous 
products, meat and fish products, butter and cheese, drink, fuel and light, 
and textiles) over a period of almost seven hundred years, beginning in 
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1264. Parenthetically, I should say that if my memory serves, this same 
material was used two or three years ago in a booklet issued by a firm of 
stockbrokers to support conclusions very similar to, if less detailed than, 
those of Dr Lipsey. 

In his article Dr Lipsey distinguishes five periods of “‘ major inflation ” 
as follows: 


Per Cent 
Period Years Change in 
Price Level 
1525-1650 _—i.. + ag Sn +550 
1744-1793... - - 49 
ae: cs } +263 
1893-1920... ¥ ca 27 4+-183 
1932-1959 __.... vs “s 27 +322 


Three of these he calls “‘ periods of unreversed inflation’’ because the 
price rise occurring during them was not subsequently reversed, even 
temporarily. ‘These periods were the first of those listed above, i.e. the 
125 years from 1525 to 1650, the earlier, pre-French Revolution, part of 
the period of 69 years from 1744 to 1813, and, finally, the last period of 
all, that covering World War II. The unprecedentedly steep price rise in 
that short period (effectively 1939 to, say, 1950) has not, in contradistinction 
to that which occurred in World War I, shown as yet any sign of reversal 
—so that Dr Lipsey’s final inclusion of it among those which were not 
even temporarily reversed can hardly but be accepted. 

As mountain peaks strike the imagination more vividly than valleys, so 
the peaks of a statistical graph are more impressive than the troughs. Yet 
the periods of stable or falling prices in the seven-century stretch are just 
as important as the periods of the great inflations. Here they are: 


Per Cent 
Period Years Change in 
Price Level 
1275-1525 LP . 250 +29 
1650-1744 ga te a O4 — 38 
1813-1893 i Si si 80 — 51 
1920-1932 ei i 12 — 59 


In aggregate, in fact, the period of stability of prices or actual deflation is 
not far short of double the period of the great inflations. And though over 
the seven centuries the trend is undoubtedly upwards, its gradient of about 
4 per cent per annum is much less than most people would guess. 


One Way Option? 


Having paraded the broad facts of the history of British prices over the 
centuries Dr Lipsey proceeds to stand in the shoes of “ the investor ” and 
to pose the kind of question which the investor is bound to ask himself at 
such a time as this, when one of the great inflations of British history— 
indeed measured by its concentration in time, perhaps the greatest of all— 
has just come to an end. He asks in particular how an investor, laying a 
bet at the beginning of each successive ten years that the ensuing decade 
would see a rise in commodity prices, would have come off. And he 
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answers that if the three periods of unreversed inflation were left out of 
account, he would have been wrong rather more times than right. 

If, however, the horizon of an investor peering into the future had been 
fifty years instead of ten, he would in most cases have been right in betting 
on a rise in the price level. Yet, on the other hand again, if at the begin- 
ning of each single year in the whole series of 684 years he had laid odds 
on the year seeing a rise in prices, he would have come out no better than 
level, since in actual fact price rises occurred in 343 of the years, price 
falls in 328 years, while in the remaining 13 years prices neither rose nor 
fell but remained constant. 

This, if I have summarized Dr Lipsey with reasonable accuracy, is what 
history has to tell the investor about the relative probabilities of a rise 
or a fall in commodity prices. He himself sums it up in these words: 
“Clearly ”’, he says, “‘ the evidence of history [his italics] does not support 
the person who argues as follows: ‘ Favourable inducements to invest in 
bonds (with, say, a ten-year maturity date) should be discounted severely, 
because bonds do not provide a necessary hedge against the almost 
inevitable inflation’ ’’. 

This, on the evidence, is an indisputable conclusion. And one may 
perhaps go further and say that at the present time, with one of the major 
inflations of history behind us, it seems definitely unlikely that the interest 
on bonds at their current high yields will fail to cover by a reasonable — 
margin any depreciation of money that will occur in the next ten years. | 
This, however, is not the question that is the first concern of most investors 
of the present day. ‘They are principally concerned not with how fixed 
interest investments are likely to shape in the next ten years but with how 
equity investments are likely to shape under conditions of stable retail prices. 


Cult of the Equity 


On this matter, too, I feel disposed to appeal to authority, if only because 
it gives me the excuse to refer to the two classic works in which the case 
for investment in equities in preference to prior charge fixed interest 
securities was first examined systematically. The two writers concerned 
are Mr Edgar L. Smith of New York, an American investment company 
president, and Mr Harold E. Raynes of the Legal and General Insurance 
Company. So far as the written word is concerned, they, I believe, were 
the first two men to put the “ cult of the equity ” on the map. Obviously 
many investors, including notably the British investment trust companies, 
had already practised the cult, many of them with success though inarticu- 
lately. But it was left to Messrs Smith and Raynes to clothe it in the 
respectable garment of statistical analysis—and to discover that the case for 
investment in equities was a good deal stronger than any of its practi- 
tioners would have dared to claim. 

Edgar Smith opened his famous little book, Common Stocks as Long- 
term Investments—famous thirty years ago though now I suspect sinking 
into undeserved oblivion—with these words: “‘ These studies are the record 
of a failure—the failure of facts to sustain a preconceived theory”. The | 
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preconceived theory he stated as follows: ‘‘ While a diversity of common 
stocks has without doubt proved a more profitable investment than high- 
grade bonds in the period from 1897 to 1923, during which dollars were 
depreciating, yet with the upturn of the dollar bonds may be relied upon 
to show better results than common stocks, as they did in the period from 
the close of the Civil War to 1896, during which the dollar was constantly 
increasing in purchasing power’’. And the “ failure of the facts to sub- 
stantiate the theory was established by the discovery that even in periods 
of falling commodity prices, notably the last quarter of the nineteenth 
century, common stocks had the advantage in respect both of income and 
capital value over bonds”’. In his book Smith published the results of a 
dozen detailed “‘ tests ’’ covering various series of years (1866-1886, 1880- 
1899, 1892-1911, 1901-1922, 1906-1922) and in every case but one (where 
thanks to the common stock of one company out of an inadequate sample 
ceasing to pay dividends, the bonds won the day by a small margin) the: 
superiority of the common stocks over the bonds was decisively proved. 

One reason for this, which would be particularly effective in deflationary 
periods, was, he pointed out, the custom of directors of well-managed com- 
panies “‘ never to declare all the company’s net earnings in dividends ”’. 
This led him to propound a “ law of increasing stock values and income 
return’. It runs: “‘ Over a period of years the principal value of a well- 
diversified holding of the common stocks of representative corporations in 
essential industries tends to increase in accordance with the operation of 
compound interest ”’. 

Common Stocks as Long-term Investments was first published in 1924. 
It inspired Raynes to undertake similar researches into the relative per- 
formances of British ordinary shares and fixed interest securities. The 
results of these he presented in a paper read before the Society of Actuaries 
in 1927. They are summarized in his book Insurance Companies’ Invest- 
ments published in 1935. Raynes investigated the results that would have 
been obtained from investment of similar sums in the ordinary shares and 
the debentures of companies in nine groups of British securities. The 
nine groups selected were: (1) British railway companies; (2) electricity 
and power companies; (3) gas companies; (4) iton, coal and steel; (5) land 
finance and mortgage; (6) shipping; (7) telegraph; (8) financial trusts; and 
(9) textile and allied companies. This classification, which, apart from 
textile companies, covers no ordinary manufacturing industry, incidentally 
throws into startling perspective the changes which have taken place in 
the past thirty-odd years in the financial and administrative structure (e.g. 
nationalization) of British commerce and industry. Raynes included no 
manufacturing companies, other than textiles, in his list for the simple 
reason that manufacturing companies of a size to warrant a Stock Exchange 
quotation were then so few and far between. 

Raynes’s investigations covered the fifteen years, March, 1912, to March, 
1927. His results, as indicated, were similar to those of Smith. They 
demonstrated a strong superiority as regards income and capital value for 
ordinary shares over fixed interest stocks and that superiority was well 
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maintained during the last six deflationary years, 1921-27, of the period. 

Before I finish with Messrs Smith and Raynes there are one or two 
points about their work which need emphasizing. In the first place, in 
the years with which they were dealing, there were virtually no index 
numbers of Stock Exchange prices. In order, therefore, to ensure that 
their choice of securities was not being warped by hindsight and so weighted 
in favour of the thesis that equities are a superior medium of long-term 
investment than bonds, they had to resort to arbitrary, if not entirely random, 
methods of selection. Their results, therefore, were less favourable to 
equities than would be shown by shares chosen by selectors of even moderate 
skill and experience. Nowadays such precautions to avoid bias would be 
unnecessary. ‘There are plenty of reputable index numbers of share values, 
the choice of the components of which was made with no other thought 
than to provide a true picture of the price movements of a representative 
group of shares in particular groups. One or other of these can be safely 
used to make the comparison of results with those of fixed interest securi- 
ties. One has only, for example, to glance at the equity price index of 
the London and Cambridge Economic Service—showing 100 for 1938, 
200 for 1956 and around 400 for 1960 to date (despite the relative stability 
of money since 1956)—to make quite sure, if one were in any doubt, that 
equities have not up to the present shown any signs of confuting the 
doctrines of the two evangelists of the cult of the equity. 


New Element: The Reverse Gap 


But what of the future? History does not repeat itself slavishly. It 
sets traps in the way of those who are tempted to think otherwise. There 
is one element in stock market price structure which was undreamt of in 
the philosophy of Smith and Raynes—to wit, the reverse yield gap. In 
their day the equity always began its race with the bond with a good start 
in the shape of a higher commencing yield. Now—for the past year or so 
—it begins with the handicap of a lower yield. Is this going to turn the 
scales at last in favour of the fixed interest stock ? It is certainly conceivable, 
assuming a recession of industry sharp enough to necessitate a scaling 
down of equity dividend rates. Raynes thirty years ago was inclined to 
suggest a mixed portfolio of equities and bonds as a desirable protection 
against this contingency. It is interesting to observe that a leading unit 
trust group has designed its latest trust to offer high yield rather than 
capital “‘ growth ”’, which in recent years has been the accepted talisman 
of the movement. To this end its investment portfolio consists of a blend 
of 35 per cent of fixed interest stocks with 65 per cent of equities. Is this 
a portent? It may be. With high-grade fixed interest stocks at present 
yielding, say, 2 per cent more than equities of comparable standing the 
balance of advantage has certainly swung for the time being towards the 
former. Yet my bet would still be on the equity. A short-term dip of 
industrial activity is always a possibility. Yet the outlook surely is still 
for continued growth of capital and consumer expenditure and, therefore, 
of industrial profits. 
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Foreign Law and the 
Investor Abroad 


RETROSPECTIVE ALTERATIONS NOT 
RECOGNIZED 


By LAURENCE WEBLEY 


XPROPRIATIONS by governments of foreign-owned capital and 

assets invested in their territories have been common enough since 

the war. The process continues and may have been given a new 

impetus by the turbulent events in Cuba and the Congo. Expro- 
priations have frequently been legalized by the governments concerned by 
legislation, often retrospective and, if necessary, repudiating undertakings 
given by previous legislation. The object has usually been to prevent 
aggrieved investors securing redress through their own courts against the 
assets of the government concerned located in their country and hence 
under the physical control of their government. 

A crucial consideration for the British investor overseas, of course, is 
how far are British courts prepared to go in recognizing such foreign legis- 
lation ? In this connection a case recently decided in the House of Lords, 
Adams v National Bank of Greece SA, is of outstanding importance 
because their Lordships quoted, with approval, the robust doctrine enun- 
ciated nearly a century earlier by Lord Penzance in Lynch v The Provisional 
Government of Paraguay. In Lynch’s case that government, upon the 
death of a Paraguayan domiciled in England, altered their law in an attempt 
to secure the large property left by the deceased in this country. Lord 
Penzance said, in effect, that it would be neither just nor convenient that an 
English court, once the validity and consequences of a succession created 
by foreign law had become established by its rules, should recognize 
retrospective alterations of that succession which might be propounded 
by the foreign law. 

Adams v The National Bank of Greece SA involved actions by a number 
of holders of Greek bonds against the Greek bank. The following facts 
came before the court. The bondholders were the holders of sterling 
bearer bonds issued by the National Mortgage Bank of Greece in about 
the year 1927 and guaranteed by the National Bank of Greece. They were 
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repayable on presentation on or after December 1, 1957, and originally 
carried interest at 7 per cent; this rate was reduced to 43 per cent in 1935, 
When Greece entered the war payments on the bonds stopped and were 
not resumed after the war; the Greek Government subsequently imposed 
a moratorium. In 1953 it passed legislation amalgamating the National 
Bank of Greece with the Bank of Athens: the resulting corporation eventually 
became known as the National Bank of Greece. In connection with amal- 
gamations of this kind the Greek Government also provided (by Act 
No. 2292, Article 4, paragraph 2) that ‘the company which absorbs by 
merger another company or a new company formed by the amalgamation 
becomes the universal successor to the rights and obligations in general of 
the amalgamated companies without any further formality or act what- 
soever ’’. 

The actual decree promulgated under the Act amalgamating the two 
banks provided that the National Bank of Greece should be substituted in 
all assets and liabilities of the two former banks as their universal successor. 
Thereafter certain fruitless negotiations took place between the bank thus 
formed, as guarantor of the bonds, and the bondholders. Eventually one 
of the latter, named Metliss, sued the Bank of Greece in the English courts 
for the interest in arrear and secured judgment. This was eventually 
confirmed by the House of Lords. 


Sweeping away the Offending Clause 


Within four days of the judgment being given the Greek government 
altered the law relating to the amalgamation of the two banks by legis- 
lative decree (Act 3504). Article 4, paragraph 2, of Act No. 2292 which 
had caused the Greek bank this difficulty was swept away from the time 
it had come into effect. The following was substituted: 


The company which has absorbed another company by amalgamation or 
the new company created by amalgamation becomes the universal successor 
to the rights and obligations of the companies amalgamated . . . with the 
exception of the obligations of these companies as principal debtors guarantors 
or for any other cause deriving from bonds, securities in general or contracts 
or any other cause and relating to loans in gold or foreign currency by bonds 
or otherwise payable to the bearer issued by the limited liability companies, 
juridical persons of public law, municipalities and communes, etc. 


The Act went on to provide that such new companies should not become 
subject to any obligations of this kind until the extent and manner in which 
they should be so subject had been provided by Jaw. In spite of this 
retrospective change in the law of Greece the bondholders in Adams and 
Others v National Bank of Greece sued for their interest that had fallen 
due both before and after the passing of Act No. 3504. The Greek bank 
naturally relied on the legislation passed by the Greek government absolving 
it from liability. 

The chequered course of the litigation that followed is instructive. The 
court of first instance decided in favour of the bondholders. The Court 
of Appeal unanimously reversed this decision. ‘They held that “‘ those 
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who need recourse to Greek law must take it as they find it. If they assert 
that Greek law can endow they must recognize that Greek law can dis- 
endow. If they aver that Greek law can create, they must accept that Greek 
law can change. If they need to have the foundation of Greek law on 
which to build a claim they can hardly say that Greek law as it used to 
be suits them far better than Greek law as it is’’. As the House of Lords 
remarked, ‘the bank could hardly wish to have its case stated more cogently. 


Contractual Obligation 


Giving judgment their Lordships observed that the plaintiffs countered 
this argument of the bank by saying that the proper law of the obligation 
was English law. The obligation could not be altered or discharged to 
the detriment of the English creditor by a decree of the Greek government. 
They then pointed out that the relationship between the bank and the 
bondholders was, in essence, contractual. If the obligation of the bank 
under Act 2292 was contractual no alteration of it by Greek law could 
be effective in our court. ‘There was a conspicuous fallacy in the defendants’ 
argument, they continued. It assumed the relationship between the parties 
commenced when the cause of action accrued. ‘That was a wrong assump- 
tion. After quoting the principle laid down in Lynch v Provisional Govern- 
ment of Paraguay with approval their Lordships pointed out that if the 
plaintiff’s right against the bank was a Greek right, arising under Greek 
law, the argument of the bank, as set out by the Court of Appeal, would 
be unanswerable. But Metliss’s case established that the plaintiff’s right 
was an English right. In this case the new bank created as universal 
successor by Greek law had acquired English rights and had become bound 
by English obligations. It was well settled that English law could not give 
effect to a foreign law that discharged an English liability to pay money 
in England and the appellants’ contracts were English contracts under 
which they were to be paid in England. 

It had been said that if Law 2292 had originally contained the provision 
inserted in it by Law 3504 the bank could not have been held liable to the 
appellants. Why should the fact that the present law was enacted in two 
stages make any difference ? Certainly, in that case, the respondent bank 
could not have been held liable. The different and difficult question would 
then have arisen of how far the English courts could give effect, if at all, 
to a selective law that purported to make the present bank the universal 
successor to the old but did not impose on it all the obligations of the 
former bank. But in this case the fact was that before Law 3504 was 
passed the respondent bank had become bound to fulfil the obligations 
imposed on the former bank’s English contracts. These obligations could 
not be discharged or affected by the enactment of the new law. The 
proper law of these Greek bonds was English law. ‘That had never been 
challenged. 

The original amalgamation of the corporations in Greece carried with 
it, as any true amalgamation should, successio in universum jus. By the 
amendment made in 1956 the Greek legislature presumed to vest all the 
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assets but only some of the liabilities. It had excluded the liabilities on 
bonds payable in gold or foreign currency. This was so unusual in an 
amalgamation and so inconsistent with the essence of the transaction that 
there was no comity of nations that required the English courts to recog- 
nize it. The English courts were entitled to accept the amaigamation as 
creating a successio in universum jus and reject the attempt to detract from it. 
Accordingly, their Lordships unanimously reversed the decision of the 
Court of Appeal and held the Greek bank liable. 


Legal Rights Established 


This case, therefore, is highly relevant to all Britons investing abroad. 
It reaffirmed the principle that contractual rights acquired under English 
law cannot be discharged by foreign legislation and that this is so, what- 
ever label is attached to the foreign legislation, if the effect, in fact, is to 
interfere with such rights. It also confirmed that our courts will not 
recognize retrospective legislation affecting the liability of foreign legal 
entities, at any rate in respect of negotiable instruments governed by English 
law. The legal rights of the British bondholders have thus been clearly 
established; the amounts due to them under the judgments were paid over 
last month by the defendant bank. Unhappily, it remains to be seen 
whether the facts will always thus follow the law, especially where the de- 
faulter has no realizable assets in this country. Whether in practice, that 
is to say, the legal right can always be effectively translated into hard cash. 
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4 0 will be paid in January 1961 for the 6 months from Ist July 1960 
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before 31st December 1960. This Bonus increases the yield from 34% to 
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A SOUND INVESTMENT 


Assets £12,000,000 

Reserves exceed £500,000 

The Society itself pays the Income Tax 

No costs at all on investment or withdrawal—and withdrawal is prompt 





and easy 
Deposits in the Society are Trustee Investments NET, PER ANNUM 
Established 1848 
equal to £6.2.5. 
Write, telephone or call for full details per cent on 
bs - 7 investments tax- 


Planet House, Finsbury Square, London, E.C.2 Telephone: MONarch 8985 rate. 
(Member of the Building Societies Association) 
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An Etymology of 


Finance 
By THOMAS QUAYLE 


HERE is a certain historic irony in the fact that the origin of 
banking has been traced back to northern Italy and that among 
its earliest practitioners, at first in the rdle of money-lenders, were 
the Lombards. For these Germanic people had invaded Italy 
in A.D. 568 and thus played a leading part in the decline and fall of the 
Roman Empire, whose language has provided so many of the key words 
of banking and finance. The Lombards’ connection with English banking 
may be dated from 1290, when Edward I expelled the Jews and had to 
turn hastily to other sources of royal finance. But the Lombards—the 
name is reputedly derived from the words corresponding to long and beard 
—not only gave their name to the banking quarter of the City; their 
activities as pawnbrokers brought to Britain the symbol of the three golden 
balls (the arms of the Medici family) and the lumber room, supposedly 
derived from Lombard room, the room in which pawnbrokers stored their 
pledged articles. On the whole, however, the Lombards’ contribution to 
the vocabulary of commerce was very slight: they justly can claim credit 
as the pioneers of banking organization and practice, but the basic terms 
of the trade come ultimately from Latin, the language of the Romans. 
The word finance itself is derived from the Latin finis (end). When it 
first came into our vocabulary it had the meaning of fine or forfeit—a sum 
of money demanded by legal authority as a penalty for an offence, which 
when paid settles, and thus ends, the matter. The modern application of 
finance can be traced back to the tax farmer, or financier, to whom, in 
eighteenth century France, the King delegated the duty of collecting 
revenues and whose exactions and abuses were a contributory cause of the 
French Revolution. Similarly, capital is derived through the French from 
the Latin capitalis, from caput (a head)—and thus to cattle, now limited to 
what was once the most important form of wealth and property. Thus 
the modern term capital is a reminder that under Roman law each citizen 
was assessed according to the number of beasts he possessed. (Inci- 
dentally, chattel, which really means movable property, has the same origin, 
being a doublet of cattle.) Other related words take us back to remote 
times when a man’s wealth was measured by his grazing stock. From the 
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Latin pecus (flock or herd) comes pecuniary and, less obviously, peculiar— 
the modern meaning of which has developed from the idea of flocks and 
herds as someone’s private property, something peculiar to himself. The 
modern word fee—the payment made or sum charged for services rendered 
—had a parallel development from the Anglo-Saxon feoh, meaning 
originally cattle but later widened to money and property in general. 
Assets has descended to us from the Latin ad satis (sufficiently) through 
Old French assez or asets (Modern French assez, enough). It is one of 
our foreign importations that, since it ended in a sibilant, came to be mistaken 
for a plural; the word was originally used as an adverb, then as an adjective 
and finally as a noun. 

The raw material of finance—money—acquired its meaning almost by 
chance, from close association with Roman religious practices. ‘The Romans 
manufactured their coins in a building adjacent to the temple of the goddess 
Moneta (the Admonisher), whose name in time became associated with 
the building. Carried by the all-conquering imperial legions, moneta 
eventually came into French as monnaie, into German as munze and into 
English as mint. ‘The French and German words still retain the three 
meanings of mint, coin and change. English has borrowed money from 
the French, but has given it the general sense for which French has the 

word argent (literally, silver). 


Pounds, Dollars and Francs 


The name of Britain’s basic monetary unit, the pound, was borrowed by 
our Anglo-Saxon forebears (before they crossed the North Sea) from the 
Roman legionaries. It comes from the Latin pondus (weight), or, more 
accurately, from its ablative pondo (by weight). Our symbol of the 
standard unit of weight, Ib, is an abbreviation of the Latin bra (pound) 
—hence the symbol £ or L, which referred originally to a pound weight 
of silver. In its monetary sense the pound is to be found in English 
accounts as early as A.D. 975. The pound Scots, first recorded in John 
Barbour’s patriotic poem Bruce (1375), was originally the same as the 
English pound. Gradual debasement, however, had reduced its value to 
one-twelfth of that of the English pound by the date of the Union in 1707. 
The sovereign—that golden expression of the pound-—is also a Jegacy of 
the Romans, stemming from superanus (chief or principal), whose kingly or 
queenly head adorned the obverse since it was first coined in 1489; its 
modern spelling—in place of the archaic sovran—has been influenced by 
association with reign (to hold royal office). ‘The guinea, on the other hand, 
has a more exotic derivation: it was first coined in 1662 from gold imported 
by the Company of Royal Adventurers of England Trading with Africa 
and bore the figure of a little elephant. Originally its value was twenty 
shillings, but in 1717 it was fixed at twenty-one; it was last coined in 1813. 
Its name recalled the great caravan routes across the Sahara and, especially, 
the fame of Prince Henry the Navigator (1394-1460), one of whose expe- 
ditions brought the Portuguese to the Sudan, the land of the Black Moors 
as opposed to the Tawny Moors of the Sahara. They gave the territory 
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the name of Guinea, now thought to be a corrupt form of Jenne, a state 
in the western Sudan famous for many centuries as a great market and 
seat of learning. The florin originated much closer to the cradle of modern 
banking; it was the name of a gold coin first struck in Florence in 1252 
and so called from its device of a lily or little flower (fiorino), the emblem 
of that city. In 1343 the name was given to an English gold coin. The 
current English florin (two-shillingpiece) was introduced in 1849 as the 
first step towards a decimal coinage. 

Sterling has a more puzzling history. Medieval France had a coin 
called the esterlin and medieval Germany one called the sterlinc; a medieval 
Latin document of 1184 refers to a coin wnus sterlingus. It is difficult, 
however, to trace the British use of sterling back to any of these sources. 
Possibly, sterling acquired its meaning from association with the com- 
mercial activities of the Easterlings, the traders of the Hanseatic League, 
who indeed may also have minted a coin called the esterlin. But recent re- 
search has thrown considerable doubt on the validity of this theory. It has 
been conjectured, rather, that sterling acquired its name from the sterre, 
little star, found on some early Norman pennies. 

The dollar, adopted in 1775 as the standard monetary unit of the United 
States, is derived from the German thaler (now Taler), a coin originally 
called a Foachimstaler after the silver mine of Joachimstal (Joachim’s dale) 
where it was first minted. ‘The earliest abbreviated form of this was the 
Low German daler (the coin made in the valley). The derivation of the 
franc embraces much medieval history. It is, of course, called after the 
Franks, the powerful West Germanic confederation on the Rhine that 
conquered the early kingdom of France, whose tribal designation is derived 
from Old Saxon Franko (spear or javelin). In Old French franc generally 
means ‘‘ of noble birth ’’—hence its modern connotations: free, candid, 
outspoken, sincere. The word passed into English as franklin, a land- 
owner in the fourteenth and fifteen centuries of free, but not noble, birth. 
A gold coin of 1360 had the Latin legend Francorum Rex, king of the 
French: prominent among its descendants are the Lows d’or (the golden 
louis worth twenty francs first struck by Louis XIII in 1640) and the gold 
Napoleon (of the same value, struck by the first Emperor). The ultimate 
etymology of the Mark is obscure: it apparently comes from Middle High 
German mark or marke, a medieval unit of weight equal to about eight 
ounces. It has also been conjectured that it may have had its origin in a 
Late Latin form marca (boundary, originally meaning divided into two). . 

The derivation of the names of some of the metals minted into coins 
can be traced more certainly. Gold is related to the word yellow; both 
words stem ultimately from two ancient basic roots meaning yellowish. 
The ultimate derivation of silver, however, is not known. Bullion— 
originally used in English for molten metal and later as a general term for 
gold and silver before coining—is of obscure origin. First recorded (in 
1336) as Anglo-French bullion it would seem to be identical with French 
bouillon, from medieval Latin bulla (boiling). If so, the sense of boiling 
must have undergone a purely English development into those of ** melting ”’ 
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This ts the machine THAT PUT 


BURROUGHS 
SENSIMATIC SALES 


OVER THE 10,000 MARK 


AND 
THE 
REASON ? 


No other aescriptive accounting 
machine has ever been so ingeniously 
designed to meet the needs of your 
business. 

The famous Four Programme Panel 
of the Typing Sensimatic guides the 
machine automatically through any 
kind of accounting. Invoicing ... 
Ledger Posting... Payroll... to final 
accounts—just flick a knob to switch 
from one job to another! 

Another big dividend you get from 
the Typing Sensimatic is its advanced 
typing principle bringing you sharp, 
clear printing. So simple too is the 
Sensimatic’s operation that even in- 
experienced operators employed today, 
learn today. 

See for yourself its confident, quick 
performance, its high degree of auto- 








mation, its remarkable simplicity. 
Call your nearest Burroughs Branch to- 
day for a local demonstration, or write 
for the booklet ‘‘Burroughs Complete 
PlanforManagement Accounting’’to: 
Advertising Department, 
Burroughs Adding Machine Limited, 
Avon House, 356-366 Oxford Street, 
London, W.1. 
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The Government Graduated 
Pension Scheme 


The Government Graduated Pension 
Scheme comes into effect shortly. Your 
local Burroughs representative is well 
qualified to advise you how best to handle 
the extra work involved. Consult your 
local Burroughs Branch today. 





<) SEE Burroughs FIRST 


FACTORIES AT STRATHLEVEN AND CUMBERNAULD, SCOTLAND 
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and ‘‘ molten mass of metal’. Its origin has also been attributed to a 
fifteenth century loan from a Middle Dutch word bulioen, apparently 
meaning “alloyed gold or silver’’ and itself adopted from the French 
billon (ingot). Copper was known earlier as aes cuprium (Cyprian brass), 
since Cyprus was the chief source of the metal for the ancients. Nickel 
enshrines a little Teutonic folklore: it is an abbreviated form of the German 
kupfernickel (a compound of kupfer—copper—and nickel—demon), the 
name given to the copper-coloured ore from which nickel was first obtained. 
Presumably, the disappointing yield of the ore, which contained no copper, 
was attributed to the subterranean activities of malicious sprites. 

The Italianate influence is seen most strongly, perhaps, in the words 
cash and cashier, derived from the Italian cassa (Latin capsa)—a coffer or 
chest (the source also of our word case). Originally cash was used to refer 
to a chest for the safe-keeping of money—and, sometimes, to a counting 
house—but it came gradually to be applied to the money itself. Its use 
in this wider sense may have been influenced by the (entirely unrelated) 
Tamil word cash, the name of a small coin current in East India and China, 
usually pierced with a hole for stringing. Mercifully, the designation 
cashier has no connection with the verb to cashter—to deprive an officer of 
the armed forces of his rank: this verb is derived, through Dutch, from 
the French casser (to break). 

The origin of the word bank, however, is neither Latin nor Lombard. 
It has come into our vocabulary from an old Teutonic root through the 
Italian banca and the French banque. In Middle English the usual spelling 
was baunk or banck and a variant form has established itself as bench. (‘The 
Italian banca had a diminutive banchetto, which passed through French 
into English as banquet—and thus the trestled bench became the festive 
board.) It is the same word as that for a hillock, or rising ground, such as 
that on which, according to Oberon, the wild thyme and other delectable 
flowers grew. The Italians, however, extended the original meaning of shelf 
or bench to include a tradesman’s stall or shop counter as well as the money- 
changer’s table, and the term passed, with the business of banking, from Italy 
into most other European countries. ‘The earliest recorded English use of 
the word bank, in the sense of the business premises of a money dealer, is in 
1474. Instances of its use in the wider modern sense of an institution are 
found as early as 1526 and 1548. In 1622 a contemporary legal authority 
wrote: ‘‘ A Banke is properly a collection of all the readie money of some 
Kingdome, into the hands of some persons licensed thereunto by publicke 
authoritie’’. The first important official use of the term seems to have 
been in 1694 in a publication entitled Brief Account of the Bank of England, 
wherein the new institution was described as a body of individuals asso- 
ciated for the purpose of lending money to the Government. Banker is 
first found in Sir Thomas More’s On the Passion (1534), with its original 
meaning of money-changer: “‘ in the temple he has overthrown the bankers’ 
tables’. By the seventeenth century its modern, wider, meaning is seen 
to be developing: Act 22 of Charles II, for instance, proclaimed that 
‘‘ Whereas several persons, goldsmiths and others by taking or borrowing 
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great sums of money, and lending out the same again for extraordinary 
hire and profit have gained themselves the reputation and name of 
Bankers. ..”’. Bank book is mentioned in 1714 in an announcement in 
the London Gazette: ‘‘ Lost... Mr Salaman of Moses Pereira’s bank book ”’; 
Bank note in 1695—with the meaning of a note payable at a fixed date to 
a specified person (its modern use as a note payable to bearer on demand 
dates from the end of the eighteenth century). 


Chess and the Chancellor 


The semantics of the terms of public finance are no less romantic than 
those of private finance. In the Middle Ages a porter or door-keeper in 
charge of a chancel, a latticed barrier (now known only as that part of a 
church separated from the rest by a lattice or screen), was known as the 
chancellor. Chancel itself comes through French from the Latin cancellus, 
a cross-bar, a word most often found in the plural with the meaning of 
‘lattice’, ‘‘ grating”. Our word cancel has the same origin, and the 
bank clerk, like the rest of us, still cancels a document by scribbling a sort 
of criss-cross pattern on it. The medieval keeper of the national purse 
was in much closer personal touch with the tax-payer than his modern 
counterpart could possibly be. He literally sat, like the king in the old 
nursery rhyme, in the counting house counting up his money. Exchequer, 
which comes from the Old French term for a chess-board, was in the 
Middle Ages the board marked out in squares, on which the treasurer 
piled up the king’s taxes in hard cash. At first sight it would hardly appear 
that the cheque we present for payment, the game of chess and such expres- 
sions as check trousers or a chequered career could have any connection 
with an oriental potentate. Yet the Old French word that has given us 
exchequer was itself a derivative of another Old French term eshec (Modern 
French échec), which in turn comes ultimately from the Persian shah (king). 
When the chess-player triumphantly calls out “ checkmate ’’, he is really 
using a phrase ultimately of Arabic origin, al-shah-mata, the king is dead. 
Cheque, earlier spelt check (as it still is in America), is really the same word 
as check—“‘ rebuff ”’, “‘ restraint’, “‘ supervision’’. ‘The metaphor is from 
the game of chess. ‘To check anyone’s balance or overdraft involves some 
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sort of control and restraint. In other words, a cheque, the modern spelling 
of which is due to popular, though etymologically correct, association with 
exchequer, is a form of payment which facilitates the “‘ checking ”’ of banking 
accounts. 

Budget comes from a French word for a leather bag; originally it referred 
only to the medieval chancellor’s little bag or purse. Incidentally we have 
repaid this particular loan in that Modern French has borrowed back and 
assimilated our word budget as well as various other words connected with 
high finance. Other financial or associated words have ‘Treasury con- 
nections. ‘The controllers were once amongst the most important of the 
exchequer officials. Through an erroneous association with Old French 
compte “‘ account ’’, they are now often called comptrollers. ‘The original 
function of the controller was to look after the counter-rolls, defined by that 
notable lexicographer Randle Cotgrave in his A French and English Ditc- 
tionary (1611) as “‘ the copy of a rdéle (of accounts, etc): a paralell of the 
same quality and content, with the originall ”’. 

Calculation takes us back to the primitive method of counting, for it is 
derived from Latin calculus, ‘‘a pebble or small stone ” used in reckoning 
on an abacus, a counting frame with balls sliding on wires used in the 
western world before the adoption of the nine figures and zero, and still 
used in certain eastern countries and in modern kindergarten teaching. 
(Incidentally, cipher and zero come ultimately from one and the same 
Arabic word; with algebra they came into our vocabulary, through Italian, 
before the fourteenth century during the onrush of the ancient Arabic 
culture and learning that surged into western Europe early in the Dark 
Ages.) Development in the art and methods of calculation are exemplified 
in the tally-cutters, functionaries of ancient lineage attached to the Ex- 
chequer for accounting and kindred duties. Surviving until the reign of 
George III, they were responsible for the due output of tallies (from the 
French tazller, to cut), sticks “‘ scored *’ across in such a way that the notches 
could be compared for verification, and hence served the purpose of accounts 
kept in duplicate. It is on record that “ tallies’’ were used in Kentish 
hop-fields until quite recent times, and also to keep the score at cricket 
matches played on the village green. Among the jumble of halls and 
other buildings that made up the medieval Palace of Westminster was the 
Star Chamber, dating from the fifteenth century, with its ceiling decorated 
with stars, so-called from the Jewish starrs or bonds, and the meeting place 
of the infamous Court of Star Chamber (in effect the Privy Council entrusted 
with judicial functions). This ancient tribunal of state so scandalously 
abused its powers under Charles I that it was abolished in 1641. The 
chamber eventually became a sort of muniment room where the tally-sticks 
for keeping the Exchequer records were stored. ‘The too generous use of 
these tallies in the stove of the House of Lords during the hard winter of 
1834 was the cause of the fire in which most of the old Palace was destroyed. 
It is a far cry from these primitive and rudimentary methods of calculation 
to the present day of electronic computers—and to the whole new terminology 
that those computers are necessitating. 
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AMERICAN REVIEW 





TATISTICALLY, there were the 

first signs last month that a reces- 

sion may now be under way. The 
Federal Reserve Board revised its 
(seasonally-adjusted) index of industrial 
production for the month of August 
from 109 to 108 and provisionally put 
the index for September a further point 
lower at 107. Thus, measured by this 
usually reliable index, industrial ac- 
tivity dropped by around 3 per cent 
between July and September. Ad- 
mittedly, part of this decline must be 
attributed to the Pennsylvania rail 
strike; but when full allowance has 
been made for this there seems little 
doubt that output, overall, has now 
begun to sag. 

None the less, there was some 
moderately cheering news last month 
from two of the hardest pressed sectors 
of industry—steel and automobiles. 
Mr R. Blough, the chairman of the US 
Steel Corporation, asserted that the 
running down of steel stocks by fabri- 
cators had “ gone about as far as it 
can”. There were few signs in the 
early weeks of last month, however, of 
any quickening of the flow of orders 
to the steel mills (which were still 
operating at barely more than half 
their rated capacity). More promisingly, 
the new car season—on which so many 
hopes are currently pinned—seemed to 
get off to a fairly good start last month. 
The daily rate of sales in the first ten 
days of the month was estimated to 
have been some 8 per cent higher than 
in October, 1959. This improvement 
may have owed something (probably 
not very much) to rumours of an im- 
pending increase in the prices of some 
popular models. Output, however, still 
appears to be running ahead of demand 
and the pile-up of unsold cars at 
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dealers has almost certainly continued. 

There have been some further signs 
in recent weeks that the slackening in 
demand in the economy may be in- 
ducing businessmen to revise their 
plans for expansion. The incentive to 
invest overseas, however, shows no 
signs of being blunted. A survey con- 
ducted recently by McGraw Hill sug- 
gested that American manufacturers 
were planning to step up their direct 
investment overseas by some 16 per 
cent next year (from $1,126 millions to 
$1,304 millions). Almost exactly half 
the estimated expenditure ($651 mil- 
lions to be precise) is expected to be in 
western Europe, the bulk of it in the 
Common Market countries. 


Surplus Reduced 


The sluggishness of the economy has 
forced the Treasury to revise its early 
estimates of the likely budget surplus 
in the present fiscal year. It now puts 


' the surplus at no higher than $1,100 


millions, a significant reduction from 
the estimate of $4,200 millions given 
in the President’s budget statement 
last January. The Budget Bureau 
stated that expenditures were expected 
to rise from the original estimate of 
$79,800 millions to $80,400 millions, 
while revenue was likely to fall short 
by some $2,500 millions of the original 
estimate of $84,000 millions. Most of 
this shortfall is attributable to a reduc- 
tion in the prospective yield from cor- 
poration income tax—by $2,000 millions. 

Early last month the Treasury an- 
nounced it intended to raise in the bill 
market all the new cash it needed to 
meet the seasonal deficit in the budget 
in the current quarter. It offered 
$3,500 millions of tax anticipation bills 
maturing next June; $500 millions of 





stil 


to | 
the 


the proceeds were used to pay off bills 
maturing in the middle of the month 
(the remaining $1,500 millions of bills 
falling due were refunded through an 
issue of one-year bills). It also an- 
nounced that it would offer pre-emptive 
exchange rights in the refunding of 
$10,800 millions of certificates and 
bonds maturing in November, thus 
reverting to the old method of refunding. 

In the money market the authorities’ 
efforts to expand the credit base are 
still producing disappointingly modest 
results. ‘Treasury bill rates continued 
to harden in the first half of the month, 
the three months’ rate rising to 2.698 


parative tightness of money in New 
York appears to be that the free reserves 
of the banking system (which the 
Federal Reserve authorities have con- 
scientiously expanded in recent months) 
are still concentrated in the hands of 
the country banks. In mid-September 
the country banks reported free reserves 
averaging $517 millions, while central 
reserve and reserve city banks (which, 
of course, play the dominant part in 
the money market) reported a deficiency 
of $37 millions. In the closing weeks of 
last month, ‘however, the stringency in 
New York eased dramatically and the 
Treasury bill rate fell to 2.129 per cent, 


per cent. A major reason for the com- its lowest since August 1958. 


American Economic Indicators 








1959 1960 
1957 1958 1959 
Dec June July Aug 
Production and Business: 

*Gross national product (billion $) 443 444 482 — — — — 

*Industrial production (1957 = 100) 100 93 105 109 109 110 £109 

*Gross private investment (billion $) . 66.1 560 720 — — — —_ 

*New plant and equipment ee .. 37.0 30.5 325 — os — 36.9 

*Construction (billion $ ‘i 47.8 48.9 56.1 55.4 55.3 55.0 54.5 
Housing starts (000 units) na. n.a. 1,553 96.3 127.3 115.0 127.4 

*Business sales (billion $) 56.3 54.0 60.0 60.9 618 60.9 — 

*Business stocks (billion $) 90.7 85.1 89.4 89.4 934 933 — 
Merchandise exports (million $) 1,738 1,491 1,464 1,674 1,738 — 1,699 
Merchandise imports (million $) 1,082 1,070 1,268 1,478 1,313 1,155 — 

Employment and Wages: 

*Non-farm employment (million) 52.2 S505 S28 -:52.74 S33 -329:\- 334 
Unemployment (000s) . 2,936 4,681 3,813 3,577 4,423 4,017 3,788 
Unemployment as % labour force 4.3 6.8 5.5 oe 5.5 5.3 
Hourly earnings (mfg) ($) yee >: ie Bee’: Be eS 
Weekly earnings (mfg) ($) 82.39 83.50 89.47 92.16 91.60 91.14 90.12 

Prices: : 
Moody commodity (1931 =100) ¢ jigh — 2 aw 3 oe ae 
Farm products (1947-49 = 100) 90.9 94.9 89.1 85.9 89.0 88.9 86.5 
Industrial (1947-49 = 100) 125.6 126.0 128.3 128.6 128.2 128.2 128.2 
Consumers’ index — 49=— 100) 120.2 123.5 124.6 125.5 126.5 1265 — 
Credit and Finance 
Commercial bank (billion $) 3.9 98.0 110.8 112.0 114.8 114.1 114.7 
Commercial bank investments (billion $) 76.2 86.6 79.4 79.4 74.0 76.6 76.5 
Money supply (billion $) ea .. 232.3 247.5 252.4 251.4 247.8 249.7 249.0 
Consumer credit (billion $) .. ss 45.3 45.6 52.0 52.0 53.5 53.7 — 
Treasury bill rate (%) . a ; 3.27 1.84 3.41 4.57 2.64 2.40 2.29 
47 3.43 4.08 4.27 3.98 3.86 3.79 


US Govt Bonds rate ( ° ) 
Federal cash budget (+ or -—) (mill $). 
US Treasury gold stock (million $) 


Notes.—Starred items are seasonally 
adjusted. Latest figures are preliminary 


I 
+h, 194 —7,286 —8,006 
22,781 20,534 19,456 19, 456 19, 322 19, 164 18, 697 


amounts outstanding at the end of the 
period. Moody’s commodity index shows 





or estimated. Yearly figures are given for 
gross national product, private investment 
and new plant for 1957-59 and then quar- 
terly figures at annual rates. Construction 
figures show monthly averages 1957-59. 
Business stocks, money supply, bank loans, 
consumer credit and gold stock show 


high and om 1957-59, and end-month 
levels. Money supply is total deposits 
plus currency outside the banks. Budget 
figures are cash totals. Quarterly figures 
are throughout shown in the middle 
month of the quarter. Treasury bill and 
bond rates are average for month or year. 
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When business takes you to the East you 
will find a friend in every major port of call 
and at every important inland commercial 
centre—the branch manager of The 
Chartered Bank. He is familiar with local 
economic conditions and opportunities for 
British trade: he can help you in many 
ways to make your sojourn worth while. 
There are a hundred or more branch 
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managers of The Chartered Bank and its 
subsidiary, The Eastern Bank Ltd., 
actively promoting international trade in 
twenty-five territories from Cyprus to 
Japan. Their knowledge and experience 
sustain the extensive financial, advisory and 
credit information services, for merchants 
and manufacturers engaged in the Eastern 
trade, which are available at: 


THE CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 
38 Bishopsgate, London, E.C.2 (Head Office) 
2 Regent Street, London, S.W.I - 52 Mosley Street, Manchester, 2 - 28 Derby House, Liverpooi, 2 


THE EASTERN BANK LIMITED 
2 and 3 Crosby Square, London, E.C.3 (Head Office) 
Associated Banks: The Irane British Bank, Tehran and branches. Allahabad Bank Ltd., Calcutta and branches. 
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AUSTRALIA 


Import Controls Again ?—The direc- 
tor of the Associated Chambers of Com- 
merce has suggested that if the decline 
in external reserves is not soon arrested 
by the export drive, import controls 
should be reimposed. 


British Aluminium Withdrawing— 
British Aluminium has announced that 
it is relinquishing its interests in the 
proposed scheme for exploiting bauxite 
deposits in north Queensland to the 
Consolidated Zinc Corporation, “to 
allow for the free and independent 
development, as circumstances may 
justify, of the individual assets contri- 
buted to the joint venture ”’. 


New Closing Price List—The Aus- 
tralia and New Zealand Bank is to pro- 
vide a daily list in London of closing 
buying and selling prices for some 160 
stocks quoted on the Melbourne Stock 
Exchange and of 15 quoted in Sydney. 


Ford Falcon Debut—Australian - built 
Ford Falcon cars have made their debut 
—the first real challenge to General 
Motors’ Holden products. 


BELGIUM 


Budget Overhaul—The Prime Minister, 
M. Eyskens, outlined plans for a drastic 
overhaul of the country’s finances at the 
end of September. Income tax is to be 
reformed, another BFrs 6,000 millions 
(£43 millions) raised from _ current 
revenue, and the budget balanced. 


CENTRAL AFRICAN 
FEDERATION 


Monckton Commission Report—The 
majority report of the Commission, 
headed by Lord Monckton and set up 
by the British Government earlier in the 


year, recommended sweeping changes 
in existing policies, including consti- 
tutional reform to give Africans half the 
seats in the Federal Assembly, wider 
powers for the territorial governments 
(though retaining financial control at 
the centre) and a twelve month option 
after self-government for provinces to 
secede from the Federation, this right 
being considered probablv the best means 
in practice of preserving the Federation. 
The Commission argued that a break-up 
of the Federation would have harmful 
economic consequences and gravely pre- 
judice the original aim of racial partner- 
ship. Sir Roy Welensky, Prime Minister 
of the Federation, has contended that 
the secession proposal dishonours “ clear 
undertakings ’’ by Mr Macmillan. 





MR J. U. BOYER 


President 
The Provincial Bank of Canada 
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Copper Production Cut—The two 
copper-producing companies announced 
early in October that they were cutting 
production by 10 per cent because of 
the tendency for world markets to 
become overloaded. 


Decimal Coinage ?—The majority re- 
port of the Federal Government’s Com- 
mission on Decimal Coinage concluded 
that there would be “a net balance of 
advantage’”’ as a result of its intro- 
duction and that this advantage would 
be greater the sooner the introduction 
were made. There should be a two-year 
preparatory period followed by a tran- 
sitional period of a year with both 
systems in operation. ‘The calculable 
costs of the change would be over £1.7 
millions, mostly the conversion and 
replacement of calculating machines, 
which, the Commission recommended, 
should be borne partly by the machine 
owners and partly by the government 
through income tax allowances. 


CEYLON 


Tighter Exchange Control — The 
(Sovernment has imposed stricter ex- 
change control in order to conserve the 
country’s dwindling foreign exchange 
reserves. Emigrants will no longer be 
able to take part of their capital with 
them. There will be a foreign travel 
allowance only for those who have not 
gone abroad during the past five years, 
while all residents will have to disclose 
assets held abroad. 


CHILE 


Swiss Credit—A seven-year credit has 
been made available by Switzerland for 
the reconstruction of the earthquake- 
ravaged areas. 


CHINA 


$25m Credit to Guinea—With the 
granting of a $25 millions credit to 
Guinea, Communist China’s commit- 
ments to foreign trade to ‘‘ uncom- 
mitted ’’ African and Asian countries 
have risen to $190 millions. 


CUBA 


More Nationalization — The Cuban 
economy seems likely to pass almost 
completely under government control 
as a result of a decree nationalizing 382 
business concerns, including 61 textile 
plants, 18 distilleries, 8 railway com- 
panies and many firms in food supply, 


the film industry, port operation, basic 
metallurgy and chemicals. The national- 
ization of 105 sugar mills will put the 
entire sugar industry, the basis of Cuba’s 
economy, under government control. 
These moves follow the nationalization 
in September of the Cuban branches of 
the three main American banks operating 
there—the Chase Manhattan, the First 
National City of New York and the 
First National of Boston. The exemp- 
tion so far of Canadian firms operating 
in Cuba, including two banks—the Royal 
Bank of Canada and the Bank of Nova 
Scotia—and five insurance firms, is be- 
lieved to reflect Cuban efforts to obtain 
a loan and machinery spares from 
Canada. 


US Export Ban—In retaliation against 
the policies of the Castro Government 
America has banned the export of nearly 
all commodities to Cuba other than 
food and medicine. A Maritime Ad- 
ministration ban makes it illegal for an 
American vessel to be chartered or sold 
to Cuba without approval. Export con- 
trol regulations will also prevent foreign 
importers, under penalty of denial of 
American export privileges, from trans- 
shipping or re-selling American products 
to Cuba. The export of technical infor- 
mation is also affected. Cuban industry 
may experience difficulties because of its 
dependence on American spare parts for 
machinery. American chemicals have 
also been an important factor in the 
Cuban economy. 


EL SALVADOR 


Stand-by Agreement—A §standy-by 
agreement entitling the country to draw 
up to $11} millions over the next six 
months has been concluded with the 
International Monetary Fund. 


EUROPE 


Butter Crisis Ahead?—An OEEC Com- 
mittee last month recommended short- 
term measures to avert the crisis which 
has recently threatened the international 
butter market following over-production. 
These included recommendations that 
countries which are not suppliers to the 
British market should avoid exporting, 
directly and indirectly, to that market, 
while countries which are traditional 
suppliers should only export normal 
quantities. On the other hand, there 
should be greater efforts by exporters 
to increase sales on their home markets, 
and Britain, as the chief importing 
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country, could discuss the measures 
taken with other butter suppliers who 
are not members of OEEC. In the 
interests of the dairy products market 
as a whole, particularly the butter mar- 
ket, the governments concerned should 
re-orientate their dairy policies. 


FINLAND 


“‘ Essential to Join EFTA ”—The bud- 
get for 1961 provides for a balance of 
receipts against outgoings at Fmks 
388,000 millions (approximately £431 
millions) after allowing for Fmks 36,000 
millions of new loans to be raised. 
A review of the economic situation 
accompanying the budget suggests that 
the present high level of activity may 
continue for another year, but warns 
that “‘if Finland remains outside the 
European Free Trade Association, its 
whole economy will be endangered ”’. 


FRANCE 


Bank Rate Down—The Bank rate was 
reduced from 4 to 34 per cent early 
last month to stimulate economic ac- 
tivity. Gold and foreign exchange 
reserves have risen steadily this year; 
prices and wages have remained stable. 
Full employment continues, but recently 
there has been a hesitation to invest in 
the private sector and the motor and 
consumer durables industries have been 
experiencing difficulties. Huire-purchase 
terms were also eased in an attempt to 
stimulate demand, the maximum repay- 
ment period was lengthened, for do- 
mestic appliances from 18 to 21 months 
and for cars from 21 to 24 months. 
The Bank of France also introduced 
new liquidity ratios—hitherto banks have 
had to hold 25 per cent of their assets 
in short-term Treasury bills, in future 
they must hold a further 5-10 per cent 
in the form of medium-term assets 
which will discourage the rediscounting 
of the latter to obtain sufficient Treasury 
bills to bring their ratios up to the 
required 25 per cent. 


Expansion Advised—The report of the 
Rueff-Armand Committee, which has 
been examining France’s economic pros- 
pects, calls for the removal of a wide 
range of obstacles to expansion. 


GERMANY 


“No Revaluation ”—To reaffirm its 
earlier statement that the mark would 
not be revalued, the Bundesbank took 


steps to force down the dollar-mark rate 
in the exchange market early last month. 


Moves to Curb the Surplus ? — Dr 
Erhard, the Economics Minister, last 
month put forward proposals for tax 
changes that would cheapen imports and 
make exports less profitable, thus achiev- 
ing some of the main effects of revaluing 
the D-mark. He suggested that the 
present levy of up to 6 per cent on 
imported goods, on top of import duty, 
should be abolished, as should the 
arrangement whereby an exporter can 
claim a refund of the turnover tax paid 
on goods shipped abroad. ‘These sug- 
gestions brought an immediate protest 
from some industrialists, who claimed 
that they amounted to “‘ revaluation done 
on the quiet ’’, and from others who had 
doubts about the continuation of the 
boom. ‘The Bundesbank president, Hr 
Blessing, hinted recently that, while 
demand still exceeds supply in Ger- 
many, Europe may be about to pass the 
peak of the boom. 


DM 1,000m Credits—Dr Erhard, the 
Minister of Economic Affairs, replied 
to keen criticism of Germany’s external 
policies at the annual meeting of the 
International Monetary Fund, by ex- 
plaining that measures were being taken 
to enlarge the outflow of capital. It was 
later announced that DM 1,000 millions 
would be made available to under- 
developed countries in long-term untied 
credits. 

*‘Excessive Expansion ”’—The Eco- 
nomics Ministry argued in a recent 
report that the country continued in the 
throes of ‘‘ excessive industrial expan- 
sion’’. Figures released a few days 
later showed that capital goods orders 
were still flowing in at a record rate. 


Trade Agreement Ended — Formal 
notice has been given of the West 
German Government’s intention to ter- 
minate the nine-year-old agreement with 
East Germany as a protest against the 
Jatter’s attitude towards Berlin. 


GHANA 


“No Nationalization ”’ — President 
Nkrumah has denied reports, which he 
described as pernicious and wicked, of 
plans for nationalizing foreign firms in 
the country. He said that it was in- 
tended to build up Ghana’s co-opera- 
tives but that these must develop in a 
freely competitive manner with private 
enterprise, overseas or Ghanaian-owned. 
There is a world shortage of develop- 
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ment capital, he added, and the govern- 
ment welcomed investment from all 
sources; measures to limit the tenure 
of leases and concessions were adequate 
to allay fears of “‘ permanent foreign 
domination ”. When the new consumer 
co-operatives have been set up, the 
retailing of food and textiles will be 
restricted to Ghanaian businesses. The 
list of goods that foreign companies will 
not be allowed to retail may include 
building materials and certain industrial 
products. Imports for the new co- 
operatives will be handled by Common- 
wealth Trust, which is to be renamed 
Ghana Co-operative Traders; its busi- 
ness is expected to be expanded to 
£60-70 millions annually. There will be 
no restriction on the importing or whole- 
saling activities of either Ghanaian or 
foreign-owned businesses. 


GREECE 


Industrial Development Corporation 
—-A delegation from the Greek Indus- 
trial Development Corporation visited 
London last month for talks at the 
Board of Trade. The Corporation was 
formed recently in Greece with a capital 
of $40 millions, to assist private enter- 
prise and to support state investment 
in developing Greek industry. 


HAITI 


New Stand-by Agreement—The IMF 
has entered into a new stand-by arrange- 
ment, making available the equivalent 
of $6 millions for one year in support 
of the convertibility of the Haitian cur- 
rency. It became effective on October 1 
when the present $4 millions stand-by 
agreement, on which Haiti has not 
drawn, came to an end. Haiti’s out- 
standing drawings under previous ar- 
rangements amount to $4 millions. 


INDIA 


£35m loan from Britain—A £35 mil- 
lions loan has been secured from Britain 
to help finance the purchase of British 
goods to assist the current development 
programme. 

Liquidity Controls Tightened—Liqui- 
dity controls on the commercial banks 
have been tightened in order to curb 
demand and so halt the rise in com- 
modity prices. 


IRAN 


New Stand-by Arrangement—The 
IMF has entered into a_ stand-by 


arrangement authorizing the Iranian 
Government to draw the equivalent of 
$35 millions over the next year. The 
Fund has also agreed to a postponement 
from January, 1961, until July, 1963, of 
repayment of a drawing of $17.5 millions 
in sterling made in July, 1960. ‘These 
moves are intended to support the 
stabilization programme designed to 
overcome current balance of payments 
difficulties—Iran’s external payments 
have risen sharply over the past two 
years and have exceeded its foreign ex- 
change income. Import taxation, par- 
ticularly of non-essential goods, has been 
temporarily increased, but liberal import 
and exchange policies will be continued. 


IRAQ 


Italian Help for Oil Industry—At the 
invitation of ENI, the Italian oil com- 
pany, Mr Abdul Fattah Ibrahim, direc- 
tor-general of Iraq’s General Board for 
Oil Affairs, visited Italy in the second 
half of September, to study the possi- 
bility of employing Italian consulting 
engineers for Iraqi refineries. 


Tenders for New Airport—lIt has been 
announced that tenders are being invited 
for the main civil engineering contract 
for a new civil airport to be built about 
eleven miles from Baghdad at a cost of 
£11.5 millions sterling. 


ITALY 


Currency Restrictions Lifted—Re- 
strictions on currency transactions with 
other Common Market countries have 
been relaxed. The broad effect is to 
reduce impediments to capital move- 
ments and facilitate imports. The foreign 
currency allowance has also been in- 
creased for all areas, but plans for 
liberalizing car imports are said to have 
been postponed. 


Airline Issue Subscribed—An issue 
of 10,000 millions lire of debenture 
stock by the Italian airline, Alitalia, was 
fully subscribed. ‘The money is to be 
used to replace the company’s fleet. 


Soviet Oil Agreement—A five-year 
agreement concluded with Russia by 
the state-controlled Eni-Azip oil cor- 
poration provides for the import of 
12 million tons of Soviet crude oil and 
fuel oil. In return Italy will supply 
Russia with synthetic rubber and pipes 
and other equipment for the construc- 
tion of a 2,300-mile pipeline. 
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JAPAN 


Record Import Bill—The import bill 
tor the six months to the end of March, 
1961, has been fixed at $3,530 millions, 
the highest figure ever, and some $300 
millions above that for the preceding 
six months. Much of the increase is 
accounted for by the necessity to expand 
imports of fuel and raw materials to 
accommodate the rise in industrial pro- 
duction. 


NETHERLANDS 


Relief from Credit Squeeze — The 
commercial banks gained some short- 
term relief last month from the pressures 
imposed on their liquidity by the credit 
squeeze and the heavy seasonal flow of 
tax payments to the Government, when 
the central bank offered to discount 
Treasury bills at 2? per cent—the usual 
rate is 34 per cent. Recently the 
authorities have tried to persuade the 
banks to repatriate liquid funds held 
abroad and balances worth several 
hundred million dollars are believed to 
have been brought back. 


NEW ZEALAND 


Import Quota Unchanged — The 
Customs Munister, Mr Board, has re- 
vealed that the import schedule for 1961 
is based on an unchanged global quota 
of £240 millions. Quotas for individual 
imports have, however, been revised. 


NORWAY 


Standstill Budget—There was an in- 
crease in tobacco duties in the 1961 
budget, but no other changes of im- 
portance. It was balanced at Kr 7,945 
millions, an advance of Kr 500 millions 
on the 1960 level. In his budget state- 
ment the Finance Minister said that 
there was no immediate need for major 
changes in economic policy, and ex- 
plained that agreement had been reached 
with the commercial banks on the broad 
lines of credit control in the four-year 
period to 1964. 

Fishing Limits— Under a fishing agree- 
ment concluded recently with Britain, 
Norway will establish a 12-mile limit in 
1970, but until then British trawlers 
will be able to fish in the zone between 
six and twelve miles off the coast. 


PAKISTAN 


Five-Year Plan Approved—The World 
Bank has approved the main features of 
the Five-Year Development Programme; 


almost all the countries to which Pakistan 
is looking for the necessary outside 
assistance, including America, Britain, 
Germany, Japan, Italy, France, Belgium, 
Holland and Portugal, have expressed 
their willingness to help. 


PARAGUAY 


Further Stand-by Credit—The IMF 
has entered into a stand-by arrangement 
authorizing the Paraguayan Government 
to draw the equivalent of $3.5 millions 
over the next year, in support of its 
free exchange system and internal stabi- 
lization programme. Paraguay’s out- 
standing drawings from the Fund under 
previous stand-by arrangements amount 
to $4.25 millions and its present quota 
is $8.75 millions. The stabilization 
programme led to some improvement 
in the economy in 1958 and 1959, but 
this year production has declined. 


SOUTH AFRICA 


Republic Approved—The proposal to 
become a republic was approved by a 
majority of 74,600—850,500 against 
775,900—in the referendum early last 
month, and Dr Verwoerd has announced 
that this will be put into effect in May, 
1961. Dr Diederichs, the Finance 
Minister, has said that there is no 
reason why Anglo-South African trade 
preferences should cease to apply if the 
country was excluded from the Com- 
monwealth as a result of becoming a 
republic—which he hoped she would 
not be. He argued that the preferences 
were a business arrangement. 


Reserves Still Falling—External re- 
serves have continued to drift down- 
wards, reaching £96 millions early last 
month—a two-year low. ‘The Reserve 
Bank’s payments figures for the first 
half of the year show that there was a 
capital outflow of £52 millions, of which 
£21 millions was attributable to net 
repurchases of Union securities by resi- 
dents from foreigners and £10 millions 
to transfers of short-term funds. 


SPAIN 


Convertibility Plans—Plans to make 
the peseta convertible have been ap- 
proved by the I.M.F. 


SWITZERLAND 


Reserves Still Rising—Though the 
gentlemen’s agreement between the cen- 
tral bank and the commercial banks to 
discourage the inflow of hot money has 
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slowed down the rise in the reserves, it 
has not been halted altogether; the 
reserves rose beyond SwFrs 9,100 mil- 
lions last month. 


THAILAND 


Controls Relaxed—Foreign exchange 
controls have been relaxed to enable the 
commercial banks to undertake most 
kinds of business except those arising 
from capital transactions, without ob- 
taining official approval. 


TURKEY 


Import Quota Fixed—The global im- 
port quota for the first quarter of 1961 
has been fixed at much the same level 
as in the preceding quarter, with hardly 
any allocations for non-essential goods. 
It is hoped to introduce a long-term 
import programme in 1961. 


URUGUAY 


New Par Value Agreed—The IMF 
has entered into a stand-by arrangement 
authorizing the Government of Uruguay 
to draw the equivalent of $30 millions 
in the next year. This follows Uruguay’s 
acceptance of an increase of its Fund 


quota from $15 to $30 millions, and an 
initial par value, agreed with the IMF, 
for the Uruguayan peso at 7.40 pesos 
per $. The resources provided by the 
Fund will supplement the country’s 
reserves while the government’s stabi- 
lization programme—based on the estab- 
lishment of a free exchange market, a 
progressive elimination of export reten- 
tions, lifting of prohibitions on imports 
and freedom from restriction for in- 
visibles and capital transfers—is being 
carried out. Government policies to 
check inflationary expansion of credit 
in the public and private sectors of the 
economy are supported by the recent 
budget which introduces income tax. 


USSR 


Increased Quota Arrangements — 
Quota arrangements for the Anglo- 
Soviet exchange of consumer goods 
during the year to June 30, 1961, pro- 
vide for the movement of £2.9 millions 
worth of goods in each direction. This 
is £0.5 million less than the figure for 
the preceding year, but new talks to 
achieve the target of £4 millions are 
planned. 
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CORRESPONDENCE 


Literary Bankers 


Sir,—In Mr John Casey’s fine article 
on Literary Bankers in your August 
number there is no reference to a writer 
of verse whose works were known by 
heart to millions a few years ago—and 
he a genuine bank clerk. I mean, of 
course, that sterling ballad writer, 
Robert W. Service, who died just two 
years ago, aged 85. His works were readin 
bunk-house, barrack rooms, forecastles 
and dugouts, but they also, at one time 
appeared chastely on the parlour table 
in every well-conducted Canadian home. 
Unfortunately the authorized text of his 
poems was often tampered with, and 
The Shooting of Dan McGrew was 
perhaps more widely known in a highly 
unauthorized version. 

Service was born in Preston, Lancs, 
and worked for a bank in Scotland as a 
youth but could not settle down, and as 
a result spent a number of years as a 
drifter, during which he tried the stage, 
farming and being a hobo. In 1902, 
down on his luck, he joined the Canadian 
Bank of Commerce at Victoria, BC, 
rather like a returning prodigal. ‘Two 
years later he was posted to Whitehorse, 
in the Yukon, where he cautiously ob- 
served the sourdoughs and cheechakos 
of that rugged frontier and observed 
(from a discreet distance) the ladies 
who occupied a House of Entertainment 
nearby, including Jew Jess, Diamond- 
Tooth Gertie and Claw-Finger Kitty. 

In later life Service sometimes allowed 
people to believe that he had been a 
wild cuss and a tough old sourdough. 
This was an old man’s harmless fantasy. 
Actually his colleagues state that Service 
was meticulously respectable, and his 
one outing in the week was a poetry- 
reading session in the basement of the 
Methodist Church. Only once, says a 
witness, did Service enter the Malamute 
Saloon or its equivalent, and on that 
visit he did not have a drink. In the 
church basement he recited Kipling’s 
Barrack Room Ballads and other verses 
of that genre (including Edgar Wallace’s) 
and their popularity prompted him to 


try his hand. So, one dark evening, he 
wrote The Shooting of Dan McGrew on 
the bank typewriter, and would have 
read it at the church had the minister 
not placed it on his Index Librorum 
Prohibitorum because of the questionable 
character of The Lady Who’s Known 
as Lou. 

The poem lay in a drawer with Ser- 
vice’s shirts, and more were added as 
the months passed. When he had col- 
lected a handful, Service sent them to a 
printer with a cheque for $100, asking 
him to put the poems in a book and 
print $100 worth of copies. But the 
cheque was never cashed. A salesman 
heard compositors reciting the ballads, 
and he asked for proofs, which he 
showed to several booksellers. Orders 
came in at once, and the royalties from 
Songs of a Sourdough made Service a 
rich man. By 1909 he was able to 
retire, and after some more knocking 
about he settled in France, where he 
lived most of his later life. He had a 
house in Brittany (where he died in 
1958) and a villa at Monte Carlo. 

In his later years he used to write to 
me occasionally, and he would insist on 
painting himself as an old rascal who 
was too disreputable a fellow for bank- 
ing. ‘This infuriated his old friend of 
Whitehorse days, Harold Tylor, who is 
still living a vigorous life. Mr Tylor 
said that Bob Service had no right to 
call him (Tylor) respectable or to claim 
disrespectability on his own account. 

Whatever the literary standing of his 
work may be, it is certain that Service’s 
writing brought him more money than 
any of the banker-writers mentioned, 
with the sole exception of P. G. Wode- 
house. Surely a banker-writer may be 
excused for seeing some virtue in the 
financial side of literature ? 


Yours faithfully, 
J. N. Harris, 
The Canadian Bank of 
Commerce, Toronto, Canada. 


September, 1960. 
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APPOINTMENTS AND RETIREMENTS 


Barclays Bank—Head Office—Mr D. E. 
Wilde to be an assistant general manager; 
Clearing Dept: Mr G. E. Dunn to be clear- 
ing manager on retirement of Mr J. L. 
Hillary. Peterborough Dist, Local Head 
Office: Mr B. W. Devonshire, from Nor- 
wich inspection dist, to be district manager. 
London—Finsbury Park: Mr E. T. How, 
from St Paul’s, to be manager in succession 
to the late Mr A. R. Kessick; Gidea Park: 
Mr J. R. Williams to be manager; 323 Lea 
Bridge Rd: Mr A. L. Oldhamstead, from 
Hoe St, Walthamstow, to be manager; 
Moorgate: Mr E. F. J. Hetherington, from 
Warren St Station, to be manager on retire- 
ment of Mr B. Challiner; Newgate St: Mr 
L. N. Askew, from Woolwich, to be 
manager; Warren St Station: Mr D. A. 
Dewick, from Newgate St, to be manager. 
Blackwood: Mr E. D. Parry, from Newport, 
Mon, to be manager. Boreham Wood: Mr 
W. H. Elliott, from St Albans, to be 
manager. 
British Linen Bank—Castle Douglas: Mr 
K. Campbell, from Dumfries, to be 
manager on retirement of Mr W. R. B. 
McKay. Dalry, Ayrshire: Mr A. Houston, 
from Ayr, to be manager on retirement of 
Mr D. M. Copeland. Girvan: Mr E. Brown, 
from Kirriemuir, to be manager on retire- 
ment of Mr W. Graham. 
District Bank—Mr W. Mitchell, chief 
general manager, is to retire on December 31 
after 45 years’ service. He will be suc- 
ceeded by Mr F. A. Rushton, at present 
deputy chief general manager. Manchester 
and Salford, Cheetham Hill: Mr J. Rogers 
to be manager. 
amg Bank—Head Office—Branches Stock 
Office: Mr G. H. Stanton to be assistant 
manager on retirement of Mr D. G. Caswall; 
Premises Dept: Mr H. W. E. Lindo to be 
assistant chief staff architect; Stationery 
Dept: Mr R. M. Evans to be manager in 
succession to the late Mr C. S. Winsley. 
Bristol, Durdham Down: Mr K. J. Berry, 
clerk-in-charge, to be manager. Buckley: 
Mr H. N. Davies to be manager on retire- 
ment of Mr W. H. Gittins. 
Martins Bank—London—Dist Office: Mr 
D. J. Hill, from Croydon, to be an in- 
spector; Kensington High St: Mr H. K. 
Williams, from Fenchurch St, to be manager. 
Blackburn, Eanam: Mr T. W. Parker to be 
manager. Derby: Mr H. W. Lawson, from 
Rugby, to be manager. 
Midland Bank—Head Office: Mr W. C. 
Schofield to be an assistant general manager 
on retirement of Mr H. C. Goodison; Mr 
J. L.. Boss, from Threadneedle St, to be a 
general manager’s assistant; Mr M. G. 
Wilcox, formerly a_ superintendent of 
branches, to be a general manager’s assistant; 
Mr A. Rubery, from Grey St, Newcastle 
upon Tyne, to be a superintendent of 


branches in succession to Mr M. G. Wilcox; 
Mr E. Goodman, from Central Hall, West- 
minster, to be a superintendent of branches 
in succession to Mr A. V. Cant. London— 
Ealing Broadway: Mr A. Cc. Preston, from 
Hayes, Middlesex, to be manager on retire- 
ment of Mr H. E. Pratt; Golders Green: Mr 
H. F. Goold, from South Harrow, to be 
manager on retirement of Mr J. R. Waters; 
Maida Vale: Mr H. S. Davis to be manager 
in succession to Mr W. Carvosso; 

Mortimer St: Mr G. C. Law to be manager 
in succession to Mr K. A. Biggs; Muswell 
Hill: Mr K. A. Biggs, from Mortimer St, 

to be manager on retirement of Mr H. R. 
Hanson; Plaistow: Mr H. H. Polatch to be 
manager on retirement of Mr H. Hawkins; 
South Ealing: Mr D. M. Glover, from 
Great West Rd, Hounslow, to be manager 
in succession to Mr M. W. Patterson. 

Midland Bank Executor & Trustee Co 
Ltd—London, Pall Mall: Mr M. Sladen, 
from Bristol, to be assistant manager in 
succession to Mr W. I. Gubbins. Aull: 
Mr W. I. Gubbins, from Pall Mall, to be 
manager in succession to Mr C. L. Grisdale. 
Liverpool: Mr C. L. Grisdale, from Hull, 
to be manager on retirement of Mr W. N. F. 
Burrows. 

National Provincial Bank—Coupon Dept: 
Mr N. W. Powell to be sole manager on 
retirement of Mr H. W. Wood. London— 
Stratford: Mr A. John, from Willesden 
Green, to be manager; Willesden Green: 
Mr G. Haines to be manager on retirement 
of Mr H. T. Lathrope. Bangor: Mr G. W. 
Kershaw, from Brecon, to be manager on 
retirement of Mr W. J. Jones-Griffith. 
Batley: Mr L. C. Briggs, from Witham, 
Hull, to be manager on retirement of Mr 
W. J. Woodhead. Birmingham, Horsefair: 
Mr B. E. Woodcock, from Moseley, to be 
manager. Braintree: Mr J. R. Ainger, from 
Bury St Edmunds, to be manager. Bristol, 
Kingswood: Mr W. H. Martin, from Clifton, 
Bristol, to be manager on retirement of 
Mr D. S. M. Squire. 

Westminster Bank—Head Office: Mr D. 
Robson, an assistant general manager, to be 
a joint general manager on retirement of 
Mr E. F. Adams; Mr S. W. Blachford, 
from Warrington, to be an assistant general 
manager; Mr J. Dixon, from Halifax, to be 
an inspector of branches; Mr G. Morton, 
from Belgrave, Leicester, to be an inspector 
of branches. Trustee Dept: Mr C. R. 
Powter to be principal at Securities Dept. 
Williams Deacon’s Bank—Chesterfield: 
Mr W. Rhodes to be manager in succession 
to the late Mr K. Barlow. Horwich: Mr 
A. J. Ratcliffe to be manager on retirement 
of Mr A. N. Rigg. Leigh: Mr W. Salisbury 
to be manager on retirement of Mr P. G. 
Monk. Manchester, Mosley St: Mr G. F. 
Peake to be manager in succession to the 
late Mr T. W. Thompson. 
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BANKING STATISTICS 


Banking Trends since World War I* 





Net 
Averages Deposits Liquid Assets TDRs Investments Advances 
of Months: {mn {mn ys £mn {mn , {mn y 
ae. 680 38 — 325 18 833 46 
1922 —. aa 658 37 — 391 22 750 4+) 
1923 .. 1,628 581 35 — 356 21 761 46 
1924 .. 1,618 545 33 -- 341 20 808 49 
1925 .. 1,610 539 32 — 286 17 856 52 
eee 532 32 —- 265 16 892 54 
oe 553 32 -- 254 15 928 54 
1928 .. 1,711 584 33 — 254 14 948 54 
|, ee 568 32 — 257 14 991 55 
1930 .. 1,751 596 33 — 258 14 963 54 
—at.Ct«w‘ eC 560 32 — 301 17 919 52 
1932 .. 1,748 611 34 -— 348 19 844 47 
1933 .. 1,909 668 34 a 537 28 759 39 
1934 .. 1,834 576 31 = 560 30 753 40 
1935 .. 1,951 623 31 — 615 31 769 38 
1936 .. 2,088 692 32 ~- 614 29 839 39 
1936 .. 2,160 713 32 — 643 29 865 39 
1937 .. 2,225 683 30 -- 652 29 954 42 
1938 .. 2,218 672 30 -- 637 28 976 43 
1939 .. 2,181 648 29 -— 608 27 991 44 
1940 .. 2,419 785 31 73 666 27 955 38 
1941 .. 2,863 676 23 495 894 30 858 29 
a Meee 712 22 642 1,069 33 797 24 
1943 .. 3,554 723 20 1,002 1,147 31 747 20 
1944 .. 4,022 788 19 1,387 1,165 28 750 18 
1945 .. 4,551 886 19 1,811 1,156 25 768 16 
1946 .. 4,932 1,280 25 1,492 1,345 26 888 17 
1947 .. 5,463 1,646 29 1,308 1,474 26 1,107 20 
re 1,703 29 1,284 1,479 25 1,320 22 
1949 .. 5,772 1,920 32 983 1,505 25 1,440 24 
1950 .. 5,811 2,345 39 430 1,505 25 1,603 27 
1951 .. 5,931 2,308 38 247 1,624 26 1,822 30 
ae) | «ss ee 2,097 34 1,983 33 1,838 30 
1953 .. 6,024 2,201 35 2,163 35 1,731 28 
1954 .. 6,239 2,190 34 2,321 36 1,804 28 
1955 .. 6,184 2,098 33 2,149 33 2,019 31 
1956 .. 6,012 2,218 35 1,978 32 1,897 30 
937 0Cli(i«“(kse OOO 2,256 35 2,008 31 1,952 30 
1958 .. 6,330 2,256 34 2,149 32 2,007 30 
1959 = .. 6,617 2,277 33 1,835 26 2,617 38 
1959: Sept .. 6,723 2,340 33.2 1,790 25.4 2,737 38.9 
Oct .. 6,869 2,477 34.4 1,729 24.0 2,803 38.9 
Nov .. 6,860 2,419 33.6 1,729 24.0 2,849 39.5 
Dec 16 7,043 2,543 34.2 1,720 23.1 2,917 39.1 
Dec 31 = 7,165 2,628 34.3 1,710 22.3 2,961 38.6 
1960: Jan .. 7,041 2,541 34.4 Special 1,698 22.9 2,946 39.8 
Feb .. 6,803 2,296 32.1 Deposits 1,618 22.7 3,030 42.4 
Mar .. 6,683 2,218 31.5 -— 1,501 21.3 3,112 44.2 
April.. 6,766 2,262 31.4 = 1,439 20.0 3,207 44.4 
May .. 6,746 2,244 31.6 5.8 1,405 20.0 3,237 45.6 
June 15 6,794 2,253 31.5 69.8 1,376 19.2 3,239 45.2 
July .. 6,900 2,259 31.2 105.3 1,340 18.5 3,339 46.1 
Aug .. 6,876 2,266 31.4 142.6 1,317 18.2 3,292 45.6 
Sept .. 6,883 2,276 31.6 142.0 1,312 18.2 3,296 45.7 


* Ten clearing banks for 1921-35, thereafter eleven. ‘+ Ratios to gross deposits. 
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Trend of “ Risk’’ Assets 


(£ million) 





























Sept 21, 1960 c Change in —~ 
My Of Year to Monthly Periods 
Gross Sept, 1960 
Deposits 1960 June July Aug Sept 
Investments: 
Barclays - os See 8 - 102.4 +1.0 - 7.3 - 8.4 — 
Lloyds ‘a -e aoeen tee — 74.3 —- 3.9 -—- 9.4 -—- 1.1 —- 3.2 
Midland sag 239.7 18.8 —151.0 —-14.7 - 9.9 -—- 7.1 - 0.9 
National Provincial . 141.4 16.5 —- 42.0 - 4.8 - 9.8 == — 
Westminster . .. 166.3 17.5 — 51.4 - 0.9 - 0.1 - 3.4 — 
District ia - 41.1 16.7 — 20.6 — 2.1 — — 2.0 — 
Martins 3.5 45.1 —- 19.1 - 3.0 — — — 
Eleven Clearing Banks 1, 312.4 18.2 — 477.1 —28.8 -35.8 -23.2 —- 4.8 
Advances: 
Barclays si .. wee 48 +108.1 + 0.8 +24.6 -20.7 - 3.1 
Lloyds ba .. 388.6 45.0 + 88.2 + 2.3 +16.4 - 2.9 - 4.9 
Midland - 718.6 45.9 +175.5 + 8.7 +20.2 + 1.5 +10.7 
National Provincial... 400.3 46.7 + 61.3 - 5.6 +15.8 - 7.1 — 5.4 
Westminster . .. 439.6 46.2 + 82.0 + 2.2 +12.0 - 3.5 + 4.2 
District vi ~ Sanee @.2 + 21.1 - 0.1 + 3.3 -—- 4.2 + 1.5 
Martins 159.9 47.7 + 23.2 - 6.2 + 5.7 -—- 2.6 - 0.9 
Eleven Clearing Banks 3, 295.9 45.7 +558.7 + 2.0 +100.5 -47.4 + 4.3 
Trend of Bank Liquidity* 
1958 1959 1960 
Dec Dec 
Mar 31 Mar Aug Sept 31 — wt ag Aug Sept 
70 Yo Yo Zo 7 Yo Yo Zo 
Barclays .. 34.2 34.4 30.1 33.0 32.6 32.9 31° 31° 2 36°2 oe 
Lloyds . o.9 36.7 2.9 F939: 3.0 22.39 BOS wt we FS 36 
Midland .. 839 3.3 DA AS 2.9 M.1 wi M35 BRA B22 4 


National Prov 34.0 36.0 31.1 35.8 35.8 37.0 30.0 31.7 31.7 32.5 32.2 
Westminster.. 35.4 33.2 32.8 34.0 34.6 33.4 33.4 32.6 31.8 31.9 31.6 


District ~o ae 2 Oe eee RS Be eee ee. eee ee: 
Martins 1. wee 2 oe.8 24 TB. MS HS ee 6. 6 |e 
All Clearing 

Banks .. 33.9 34.6 31.0 32.9 33.2 34.3 31.5 31.5 31.2 31.4 31.6 


* Cash, call money and bills shown as percentage of gross deposits. + Mid-month make-up. 





Money and Bill Rates 


Mondays: Oct 26, Aug 22, Sept 26, Oct 3, Oct 10, Oct 17, Oct 24, 
1959 1960 1960 1960 1960 1960 1960 
per cent 


Bank rate .. i «> 6t 6 6 6 6 6§ 
Treasury bills: 
Average allotment rate* 3% 5 48 54 5% 58% 54 5+ 
Market’s dealing rate, 

3 months . a: 54 Si 54 54 5# 5} 
Bankers’ deposit rate 2 4 + 4 + 7 4 
Short money: 

Clearing banks’ minimum 2% 43 43 42 4% 43 43 
Floating money .. .- 3$3$ 48-54 535$8 5¢5$ 49-54 53-58 48-5} 
US Treasury Bill .. .. 4.002 2.518 2.286 2.473 2.698 2.406 2.129 


* Preceding Friday. t Lowered from 44% on 20.11.58. J} Raised to 5% on 21.1.60, 
and 6% on 23.6.60. § Lowered to 54% on 27.10.60, as this issue went to press. 


762 





Ce OP eh ee ek et tk ts ts 


® 
~~ 





THE EXCHEQUER FINANCES 


I—The Budget 
(£ million) 
Gain or 
Original Expected April 1, loss* or 
budget gain or 1960, to corresponding 
estimates loss* on Oct 15, period of 
1960-61 1959-60 1960 1959-60 
Total Inland Revenue 3,273 +263 1,080.6 —- 1. 
Customs and Excise .. 2,409 +127 1,281.7 + 65.1 
Other revenue 298 —- 40 142.4 + 8.3 
Total ordinary revenue 5,980 +350 2,504.7 + 72.1 
Debt interest (including sinking fund) 680 - 26 359.0 — 19.7 
Other consolidated fund a 89 - 1 47.5 - 3.1 
Supply expenditure .. 4,907 — 405 2,486.8 ~— 180.2 
Total ordinary expenditure 5,676 — 432 2,893 .3 — 203.0 
Above line surplus or deficit +304 — 82 — 388 .6 — 130.8 
Net deficit below line ~ 622 + 78 — 280.6 + 75.0 
of which 
local loans (net lending shown 
minus) .. | + 1] + 35.5 + 1.5 
loans to state industries, net — 465 +109 — 242.4 + 70.0 
Total deficit . - 318 - 4 — 669.2 - 55.8 








* Plus tiie increase in receipts or surplus, fall in expenditure or deficit. Minus 
indicates fall in receipts or surplus, rise in expenditure or deficit. 
Ii—National Savings 
(£mn: Receipts into Exchequer reported during period) 
Savings Total 
Certi- Defence Savings Premium ‘Total Accrued Defence Remain- 
ficates Bonds Banks Bonds Small Interest Bond ing In- 
(net) (net) (net) (net) (net) Maturity vested* 
1953-54 .. +19.0 + 0.3 — 79.3 — - 60.0 88.6 -—38.4 6,008.7 
1954-55 .. +46.0 +51.1 — 35.4 —_: + 61.7 88.8 -—28.8 6,126.2 
1955-56 .. +19.7 +21.5 -80.4 — - 39.2 82.7 -50.8 6,123.6 
1956-57 .. +72.0 +3.2 -20.6 +65.0 +119.5 35.5 -38.9 6,240.0 
1957-58 .. —-21.3 -22.2 -62.4 +80.2 - 15.6 45.9 -17.7 6,272.0 
1958-59 ..+131.9 +117.9 -55.2 +66.5 +270.4 54.4 -10.0 6,582.0 
1959-60 +66.9 +145.4 +52.7 +41.1 +306.0 83.5 - 1.7 6,969.0 
1959-60 
April-Aug +38.4 +62.2 - 4.9 +22.5 +118.3 29.5 - 0.9 6,728.0 
September + 3.4 +9.9 + 9.0 + 3.7 + 26.0 6.8 -—- 0.1 6,761.0 
1960-61 
April-Aug +32.3 +46.8 -20.0 +22.4 + 81.5 36.4 - 0.5 7,086.0 
September + 3.8 + 9.1 + 7.5 + 6.7 + 27.1 9.6 -— 0.1 7,122.0 
* ‘After taking account of net sales through the Post Office Savings Bank of Government 


securities other than defence bonds. 


Ways and Means Advances: 
Bank of England 
Public Departments 

Treasury Bills: 


Tender 


Tap 





III—Floating Debt 











(£ million) 
Change in three 
Beginning of April*® Oct months to 

15, Oct 15, Oct 17, 

1958 1959 1960 1960 1960 1959 
239.6 291.6 215.3 | 217.2 - 12.1 - 16.3 
3,120.0 2,950.0 3,460.0 | 3,520.0 + 40.0 +360.0 
1,499.4 1,986.3 1,845.7 | 1,638.5 -179.8 -109.9 
4,859.0 5,227.9 5,521.0 | 5,375.7 -151.9 +233.8 











* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 
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Sterling-Dollar Exchange Rates 


Oct 23, Augi9, Sept 23, Sept30, Oct 7, 
1959 1960 1960 1960 1960 
Official Market 


Spot... ~« aoe 2.81%; 2.81% 2.81} 2.814 
3 months .. yecdis licpm 1%cpm igcpm  1%cpm 
Security* . . .. 2.494 2.80% 2.81} 2.81 2.814; 
* New York market quotations. 





Britain’s Gold and Dollar Reserves* 


(Millions of US dollars) 
Financed by 
Net Gold Official Private 
and Dollar Special Reserves K 
Surplus (+) Ameri- Payments Change at End Dollar 
Years and or Deficit (—) can d in of Balancest 
Quarters Aid Reserves Period 
1946 ua ~ = 2696 194 
1947 - — 2079 267 
1948 ck 682 1856 295 


1949 - 5 1196 1688 236 
1950 - 762 3300 257 


1951 - 199 2335 508 
1952 i 428 1846 472 
1953 sa 307 2518 491 
1954 a 152 2762 428 
1955 - 114 2120 480 
1956 bs 66 2133 679 
1957 - 26 2273 602 
1958 ‘ 6 3069 654 
1959 “ 2736 719 


3120 731 
3069 654 


3139 784 
3172 737 
3284 672 
2736 735 


2780 928 
28 2831 
14 2859 ‘a 
25 2892 1192 


$e | - 67 2892 1192 





Pitti rrrr1++t 


+++ 4 


+ 160 - 36 2996 
+ 146 - 70 3072 
+ 92 - 56 3108 


+ 398 — 182 3108 


ee 


Main Special Items Detailed 
Receipts Payments 
. $mn $mn 
1946-50 US and Canadian loans.. 4,909 1951-56 Annual service of US and 

1947-49 IMF loan re 300 Canadian loans, etc .. 181 

1948 South African loan va: . [ae 1954 EPU funding payment . 99 
1956 Sale of Trinidad oil a ae IMF repayment . 108} 

IMF loan a 1958 Service of N Amer loans 188 

1957 India’s IMF loan 200 1959 IMF repayment. a 


Return of interest on US IMF subscription 
loan. 104 Repayment of Ex-Im .. 255 


Export-Import Bank .. 250 Service of N Amer loans 184 
1960 IMF repayments . 


* Gold and convertible currency from: Dec, 1958. + Source: Federal Reserve Bulletin. 
t Remainder of 1947-49 loan repaid in sterling. 
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Solving a grave 
social problem 


You can scarcely open a news r with- 
out reading of some new act of violence— 
often involving children. Prosperity and 
crim seem to grow hand in hand. What's 
to be donc? The Shaftesbury Society 
knows Christianity to be the answer—a 
robustly vital, work-a-day Christianity. 
As cities change and new estates develop, 
more religious and social facilities are 
required. Shaftesbury Society meets 
the need with new interdenominational 
missions which. quickly lively 
centres of social, recreational, and religious 
activities for men, women, and children of 
all ages. These missions, which perform 
valuable service, need funds. Please will 
you help? All subscriptions and donations 
ri _ answer the question: * what’s to be 
ne — 





THE 
Shaftesbury 
SOCIETY 


112 REGENCY STREET, LONDON, S.W.1 
Reg. under the Nat. Assist Act 1948 
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Idle money is wasted. Day and night your savings should be making 
more money for you. You need not risk it. The Burnley gives you a 
good rate of interest with perfect safety. The Burnley payS 34%, tax 
paid— equal to £5. 14. 3. per cent with tax at the standard rate. 
You get a good deal from the 
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With nearly 100 years of Banking experience and over 
380 Branches and Agencies throughout the country, 
the Bank of New Zealand is able to offer practical guidance to 
those desirous of establishing business connections, or 
developing existing contacts, in the Dominion. The Trade and 
Information Section of the Overseas Department at Head 


Office is freely at your disposal. 


BANK OF NEW ZEALAND 
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